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PROBLEMS OF BUDGETARY REFORM 


The paper here presented, which deals with technical questions 
that arise in framing budgetary laws and budgetary procedure, is 
written from the point of view of American conditions. This is 
done primarily because the problem of budgetary reform, as it 
presents itself to governments of the American type, is a peculiar 
and, in some of its phases, a local problem. It would be an error 
to answer technical questions of financial procedure in the United 
States as they are answered in England, in France, or in Germany. 
For another reason, also, are American conditions of peculiar sig- 
nificance in the discussion of budgetary reform. During the past 
ten years the federal, the state, and the municipal governments 
in the United States have shown great interest in the betterment 
of financial machinery, and the discussions that have taken place, 
the programs that have been proposed, and the laws that have 
been enacted supply new and pertinent material for the study 
of budgetary problems. Just at present more can be learned from 
the analysis of American than of foreign conditions. 


GENERAL DEFECTS OF AMERICAN FINANCIAL PRACTICE 
The chief evils in American practice may be traced to a diffusion 
of responsibility for money bills. The several steps to be followed 
in financial procedure are not clearly defined, nor can there 
621 











622 JOURNAL OF POLITICAL ECONOMY 


anywhere be found a definite expression of the authority which the 
various Officials are at liberty to exercise in dealing with budgetary 
matters. “Congress habitually disclaims responsibility for the 
methods it employs. Responsibility is shifted from the House to 
the Senate, or from Congress to the Executive, or even to the mass 
of the people.’’* The states and municipalities are, in this matter, 
no more fortunate than the federal government. Every student 
of financial procedure in these grades of government must con- 
clude, as did the commission appointed by the Commonwealth 
of Massachusetts, to compile information for the use of the Con- 
stitutional Convention, that, “in most of the states . . . . the func- 
tion of making up the budget has been assumed by appropriation 
committees with the result that our government has on the whole 
been run without careful financial planning. The adoption of a 
budget system would greatly improve the conditions in this country 
by substituting business-like financial methods for the present 
unscientific, haphazard practices which are followed by both the 
Legislature and the appropriation committees.” 

This diffusion of responsibility for financial methods may be 
traced to the eighteenth-century doctrine of Montesquieu relative 
to the separation of governmental powers. Definite expression 
of this doctrine is found in the constitutions of six of the states 
that were parties to the framing of the federal Constitution, and 
although no specific mention of that doctrine is to be found in 
the federal instrument, its influence in the organization of the new 
government is everywhere apparent. This fact is of prime impor- 
tance at the present time in the study of budgetary reform inasmuch 
as it sets limits to pertinent suggestions for overcoming the evils 
incident to American practice. Budgetary reform must render 
effective the principle of responsibility under the conditions imposed 
by the American type of constitutional government. 

The diffusion of responsibility for finance bills, which seems 
to have reached its limit in the practice of the American Congress, 
shows itself in three ways: 

In the first place, the House and Senate are so organized as 
to distribute authority for the appropriation of public moneys 
between twenty-nine independent committees, of which fourteen 


* Ford, The Cost of Our National Government. 
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are committees of the House and fifteen committees of the Senate. 
Ten of these House committees and eight Senate committees report 
out all the bills carrying appropriations, while the other eleven, 
four in the House and seven in the Senate, report out measures for 
pensions, public buildings, and other things carrying demands on 
the Treasury, which are met by bills from one of the other com- 
mittees.* 

In the second place, demands for appropriations may be pre- 
sented from five sources. These are: 

The regular annual estimates transmitted by the Secretary 
of the Treasury, at the beginning of each session of Congress; 

Supplementary estimates also transmitted by the Secretary of 
the Treasury; 

Judgments of the Court of Claims; 

Reports of engineers of the War Department; 

Authorization of expenditures by enactments made during the 
session. 

Judgments allowed by the Court of Claims call for neither 
executive nor legislative discussion and for that reason need not 
be included in either the annual or the supplementary Book of 
Estimates. But expenditures that follow the adoption of the 
reports of departmental experts or the passage of concurrent resolu- 
tions bear a different character. They should not receive legisla- 
tive sanction without regard to the opinions of the Executive or to 
public policies approved at elections. 

Congressional disorganization, when dealing with money 
matters, shows itself also in the unlimited right of amendment of 
regularly reported bills by individual members. As a result of the 
free exercise of this right, not only is legislative enactment removed 
yet another step from executive influence, but committee responsi- 
bility, as distinct from executive responsibility, is thereby greatly 
impaired. 

TYPES OF BUDGETS 

There are four general types of budgetary adjustments, and the 
first of the technical questions of reform in financial procedure is 
to determine which of these types meets most perfectly the peculiar 
* Adapted from Collins, The National Budget System and American Finance. 

2 Ford, The Cost of Our National Government. 
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requirements of the government under consideration. These types 
may be described as (i) The Executive Budget Which Rests on 
Sovereign Authority; (2) The Executive Budget Which Rests 
on Conferred Authority; (3) The Legislative Budget; and (4) The 
Joint Executive and Legislative Budget. Although current dis- 
cussion makes use of these terms, the distinction between them 
does not seem to be entirely clear, and for that reason a word of 
explanation will be submitted respecting each. 

1. The Executive Budget Which Rests on Sovereign Authority.— 
By this phrase is to be understood a financial adjustment in which 
the executive branch of the government exercises a dominating 
influence over financial programs. The phrase “dominating influ- 
ence’’ is used rather than “constitutional control”’ for the reason 
that there are many cases in which the reading of the Constitution 
seems to give the popular branch of the Legislature adequate 
control over finance bills when, in fact, the exercise of that con- 
trol is so confined by the structure of the state, by established 
usage, or by other clauses in the Constitution, that the influence of 
the popular branch of the government on current policies through 
appropriations amounts to little or nothing. It is in this sense 
that the budget of the German Empire, as organized under the 
Constitution of 1870, was an executive budget. 

The state of Maryland provides another illustration of an execu- 
tive budget, or rather of an attempt to form an executive budget. 
In November, 1916, an amendment to the constitution was 
approved, which strengthened the hands of the Governor in dealing 
with financial legislation, if indeed it did not make him the dominant 
political factor in the state. This is a most significant revolution 
in public sentiment, inasmuch as the constitution of Maryland, 
adopted in 1776, contains the formal declaration that “the legisla- 
tive, executive, and judicial powers of government ought to be 
forever separate and distinct from each other.” 

The new amendment provides that the Governor shall be 
responsible for all proposals for expenditures that can have any 
bearing on questions of public policy,’ and that he shall transmit 


? é 


* The estimates for the judicial and legislative departments, and for public schools, 
although included in his budget, cannot be revised by the Governor. 




















PROBLEMS OF BUDGETARY REFORM 625 


his budget to the presiding officers of each house, together with a 
“budget bill’? which contains a detailed program of appropriations 
fully classified and itemized according to standard rules. Before 
final action is taken by the Legislature, the Governor may, with 
the consent of that body, submit amendments to correct oversights 
or to meet emergencies, but all such amendments are made a part 
of the original bill. The control of the Legislature over the execu- 
tive program is limited to reducing or striking out items contained 
in the bill as received. 

The formal domination of the Governor over financial matters, 
and through appropriation over general policies, seems to be fully 
established. In one respect only does the Legislature retain the 
right of financial initiative. That body is given the power to enact 
supplementary appropriation bills for purposes not included in 
the Governor’s budget, provided the projects are supported by a 
majority vote of all members elected to each house. 

Each such appropriation, however, must be embodied in a separate bill 
limited to a single object and purpose, and provision must be made in the bill 
itself for a levy of a tax sufficient in amount to defray the expenses thereof. 
Moreover, neither house of the Legislature may consider any supplementary 
appropriation until the general budgetary bill has been acted upon. Unlike 
the general appropriation act, all supplementary measures must be submitted 
to the Governor for his approval or veto. 


There can be no question of the purpose of the Maryland 
Amendment of 1916. Its aim is to impose on the Governor sole 
responsibility for ordinary financial legislation, to make it impos- 
sible for the Legislature to change radically the Governor’s programs 
for such legislation, but at the same time to permit new construc- 
tive legislation to be enacted on the initiative of the Legislature 
with the approval of the Governor. How the plan will work time 
alone can tell. Were the Governor a member of the legislative 
body and the government a committee responsible to the Legisla- 
ture, the plan would be logical and doubtless workable; as things 
are, the citizens of Maryland must be prepared for frequent inter- 
ruptions of public business because of political deadlocks. 


* State Budget System in the United States, A Report of a Commission to Com- 
pile Information, Submitted to the Constitutional Convention of Massachusetts, 
p. 10. 
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2. The Executive Budget Which Rests upon Conferred Authority. — 
The English budget is an illustration of a budget of this type, and 
it is the only type possible under the English Constitution which 
provides for party government through a committee responsible 
to the House of Commons. This committee—the Prime Minister 
and cabinet members—is the government and as such controls 
all policies and programs so long as it retains the confidence of 
Parliament. As soon as it fails to command a majority in the 
House of Commons, it ceases to be the accredited government, and 
another government is raised to carry on the King’s business. 
The steps in budgetary procedure in England are well known. The 
cabinet makes the estimates and the Chancellor of the Exchequer, 
who is the Second Lord of the Treasury, transmits these estimates 
to Parliament. These estimates are framed as a bill by the govern- 
ment; and the House limits its authority to approval or disapproval 
of the proposals of the cabinet. Members of the House deny 
themselves the right of amendment, with the single exception that 
they may reduce or strike out items. 

The English budget, like the imperial German budget, is an 
executive budget. Both originate with the administration and 
in both cases the administration controls finance bills while before 
the legislative bodies. The political character, however, of the 
two systems is essentially different. The one was the expression 
of sovereign authority and stood for autocratic domination; the 
other is the expression of delegated authority and stands for the 
domination of the popular will. The English system cannot be 
understood until it is recognized that the object of the House of 
Commons in curtailing its own initiative on finance bills is to make 
effective its domination over general policies. We may admire 
this English system. It seems to fit perfectly the class organiza- 
tion of English society during the past two centuries. Nor is it 
for us to discuss in this connection whether the English plan of 
government by parties will continue to stand in the presence of a 
real democratization of the Kingdom. Our lesson is learned when 
it is observed that the personal and official connection between the 
executive and the legislative departments of the government is 
the key to the success of English financial procedure. The transfer 











PROBLEMS OF BUDGETARY REFORM 627 


of this English system to a country in which the executive is con- 
stitutionally responsible to the voters and not to the Legislature 
is impossible. The budgetary problem in countries that have 
adopted the essential principles of the Constitution of the United 
States is quite different from that which submits itself either to 
Germany or to England. 

3. The Legislative Budget.—Under this phrase is included any 
type of financial adjustment that gives the legislative department 
of government domination over financial programs, or through 
financial programs over general governmental policies. Two 
illustrations may be submitted, the one drawn from the financial 
practice of our federal government, and the other suggested by the 
New York Budget Law of 1916. 

The leading facts respecting the financial procedure of the 
United States are commonly known. During the revolutionary 
period, and during the seven years covered by the Confederation, 
there was, strictly speaking, no executive department of govern- 
ment. Congress itself was a committee appointed by the states 
to secure co-operative action on the part of the states. It was 
clothed with no abiding authority, although, because of the pressing 
nature of the problems with which it was called upon to deal, it 
did assume to exercise certain administrative as well as legislative 
functions. The collapse of this experiment, when it came, was 
formal and final. In 1789 this pseudo-government gave place 
to a real government, and the financial difficulties experienced 
during the period of the Confederation were, perhaps, the strongest 
argument in support of the change. 

Under the new government the popular branch of the Legisla- 
ture was given the exclusive right to “originate’’ money bills, and 
this fact, taken in connection with the instinctive jealousy of execu- 
tive authority, produced in the United States a budget of the legisla- 
tive type. The interpretation placed on the prerogatives of the 
executive also contributed to the same result. The President 
has no official authority to give shape to finance measures. ‘The 
regular statement and account of the receipts and expenditures 
of public money” for which the Constitution provides is a duty 
imposed on Congress and not on the executive. The Secretary 
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of the Treasury, although a cabinet member, has never been 
regarded as a finance minister responsible for the framing of finance 
bills. As an administrative servant of Congress, his hands have 
from time to time been somewhat strengthened, but this has always 
been at the expense of bureau chiefs and heads of departments, 
and not at the expense of what Congress has assumed to be its 
constitutional prerogatives. Such changes as have taken place 
seem to encourage rather than to discourage executive disintegra- 
tion in budgetary matters, and executive officials, knowing that 
they have no constitutional basis for constructive action, have 
quite generally acquiesced in the legislative assumption that the 
executive department has no responsibility for the framing or the 
meaning of finance bills. If to this be added the fact that mem- 
bers of the House and Senate exercise practically an unlimited 
right of initiative and amendment during the passage of money 
bills, while the veto of the President is limited to the approval or 
disapproval of appropriation bills en bloc, the essential weakness 
of the executive in matters of financial procedure becomes evident. 
It is therefore easy to uhderstand why the legislative type of 
budgetary procedure has established itself as a feature of federal 
organization. 

The New York Budget Law of 1916 is another illustration of a 
legislative budget. No change in the character of customary 
financial procedure was attempted, but it undertook to strengthen 
and render more effective the “legislative process’ dealing with 
appropriations.” 

This law represents three features that are of interest. In 
the first place, a conference between the finance committees of 
the Senate and the Assembly takes place before these bodies meet 
in legislative session, an adjustment which is a marked improve- 
ment over the common practice of meeting only to compromise 
the differences between Senate and Assembly bills. In the second 
place, a joint bill is submitted to both houses at the same time and 
the Senate and Assembly members of the joint committee appear 
on the floors of their respective houses to explain and define the 
bills submitted. In the third place, the right of amendment by 
members is considerably curtailed. The law provides that “while 
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the bill is before the Committee of the Whole of the Senate, or on 
the order of second reading in the Assembly, it may be amended 
either by inserting additional items or by increasing, reducing or 
eliminating items, but on third reading no amendments are in order 
except to reduce or eliminate an item without unanimous con- 
sent. The purpose of these provisions is to give the appropriation 
measures ample consideration and publicity and to prevent the 
practice of ‘tacking’ on measures to the general appropriation 
bill.” The New York Law of 1916 is of interest because it is a 
formal attempt to make a budget of the legislative type a successful 
governmental instrument. From these two illustrations one may 
learn the character and discern the political implications of a 
legislative budget. 

4. The Joint Budget.—The character of this type of budgetary 
procedure is sugested by the phrase used to describe it. It means 
the control of a nation’s finance by the joint co-operative action 
of the executive and legislative departments of the government, 
such action being so organized as to make efficient use of the peculiar 
official responsibilities of each department. It is the type of budget 
that commended itself to President Taft when in his budget message 
of 1912 he urged on Congress the necessity of federal budgetary 
reform. At the close of this message he expressed himself as 
follows: 

The purpose of the report which is submitted is to suggest a method 
whereby the President, as the constitutional head of the administration, may 
lay before the Congress, and the Congress may consider and act on, a definite 
business and financial program; to have the expenditures, appropriations, and 
estimates so classified and summarized that their broad significance may be 
readily understood; to provide each Member of Congress, as well as each 
citizen who is interested, with such data pertaining to each subject of interest 
that it may be considered in relation to each question of policy which should 
be gone into before an appropriation for expenditures is made; to have these 
general summaries supported by such detail information as is necessary to 
consider the economy and efficiency with which business has been transacted; 
in short, to suggest a plan whereby the President and the Congress may 
co-operate—the one in laying before the Congress and the country a clearly 


expressed administrative program to be acted on; the other in laying before 
the President a definite enactment to be acted on by him. 


* State Budget Systems in the United States, p. 24. 
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BUDGETARY REFORM IN THE UNITED STATES 


Budgetary reform did not become a political issue until the 
first decade of the twentieth century, when considerable attention 
was given to this subject by both the federal government and 
state governments. For convenience of treatment, these will be 
separately considered. 


FEDERAL BUDGETARY REFORM 


From the organization of the Treasury Department, including 
in that phrase those adjustments traceable to the influence of Albert 
Gallatin, down to 1909, when President Taft took up the task of 
formulating an administrative budget, the only congressional enact- 
ments which permanently affected financial procedure were the 
Acts of 1870 and 1874, according to which unexpended balances 
of general appropriations were to be covered back into the Treasury. 
Large sums had been accumulated by certain departments and 
bureaus as unused portions of past appropriations. In one case 
this unexpended balance was the accumulation of a quarter of a 
century and amounted to thirty millions of dollars. It is, of course, 
futile to expect Congress to control administrative policies by means 
of current appropriations as long as a department, a bureau, or a 
service has at its disposal revenues from past appropriations with 
which ‘to expand old or establish new undertakings. A consoli- 
dated fund is an essential feature of any sound financial organiza- 
tion and the effect of the Laws of 1870 and 1874 was to establish 
the integrity of such a fund. 

To President Taft belongs the credit of having forced the prob- 
lem of federal budgetary reform on the attention of the public. 
In 1910 an appropriation was made “to enable the President . . 
to inquire more effectively into the methods of transacting public 
business . . . . with a view to inaugurating new or changing old 
methods .... so as to attain greater economy and efficiency 
therein.”” In 1911 a Commission on Economy and Efficiency was 
created which, after fifteen months’ investigation, submitted a 
report on “The Need for a National Budget.’? This report was 
made the subject of a special message and was transmitted to 
Congress on July 27, 1912. The message itself is well worth the 
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reading as expressing the embarrassments experienced by the 
executive in the exercise of his prerogative as the only official 
elected by the vote of all the people. Regarded as a program for 
constructive legislation, it is a statesmanlike document. It points 
out the evils of loose financial practice; it recognizes the restric- 
tions under which both the executive and the Legislature are 
called upon to act; and it refrains from futile worship of political 
leadership in a country in which political leadership finds no con- 
stitutional warrant. As already pointed out, it proposes a plan 
for co-operation between the executive and Congress. It advocates 
a joint budget as the type which meets most perfectly the American 
situation. 

It must be conceded that the effort of President Taft to develop 
a sound budgetary practice has, up to the present time, produced 
but meager results. So far as this may be traced to what is called 
the jealousy of the Legislature of the executive, it cannot be 
regarded as a permanent obstruction to co-operative effort. The 
political situation under which the problem of budgetary reform 
now comes up is peculiar. The popular branch of the Legislature 
has maintained its so-called constitutional prerogative as against 
the executive, but in so doing the control over general policies 
has been transferred to the Senate. It was never intended by the 
founders of this government that the Senate should exert a dominat- 
ing influence in public affairs, but such is the condition into which 
the jealousy entertained by the House of the influence of the 
executive has permitted the political organization of the federal 
government to drift. The situation is full of danger, a danger not 
to be overcome (indeed, the incongruity of the situation is empha- 
sized) by the amendment to the Constitution which permits senators 
to be elected by popular vote. The only hope for the recovery 
by the House of its lost influence in the administration of public 
affairs is for it to accept the offer of the executive to co-operate in 
the formulation of a joint budget and to agree on the rules which 
the House and the executive will follow in the preparation of finance 
bills. In this situation is found the chief hope for federal budgetary 
reform. The argument for such reform will not be weakened when 
it is recognized that the restoration to the House of Representatives 
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of its constitutional influence as the popular branch of the govern- 
ment is seen to be a by-product of such reform. 


STATE BUDGETARY REFORM 


In 1910, when President Taft sent his special message to Con- 
gress on the need of a national budget, no state in the Union had 
provided either by statute or constitutional amendment for formal 
budgetary procedure. At the present writing twenty-six states 
have made such provision and others are taking steps in this 
direction. ‘Twenty-three of these states are listed in the summary 
that follows. The laws or constitutional provisions by which the 
states named have authorized budgetary rules are noted, as well 
as the kind of a budget which each state has adopted, so far as this 
may be indicated by the location of responsibility for initial 
estimates. 





Responsibility for Initiation 


Method of Establishment of Budget 


State 





Connecticut... ...| Public Acts of 1915, Ch. 302 State Board of Finance 


err Laws of 1917, Ch. 2 Governor and Depart- 
ment of Finance 
ee er Acts and Joint Resolutions of 1915,| Governor 
Ch. 74 

Ee rere Session Laws of 1917, Ch. 312 Governor 

Louisiana. . .| Acts of 1916, Act No. 140 Board of State Affairs 
Sere | Laws of 1915, Ch. 299 Governor and Council 
Maryland........ Constitution, Art. ITI, Sec. 52 Governor 
Massachusetts... .| General Acts of 1918, Ch. 244 Governor 
Minnesota....... Session Laws of 1915, Ch. 356 Governor 
Nebraska........ Laws of 1915, Ch. 229 Governor 

New Jersey....... Acts of 1916, Ch. 15 Governor 

New Mexico...... Laws of 1917, Chs. 81, 114 Governor 


Committees on Finance 
and Ways and Means 
Legislative Reference Li- 


New York........ Laws of 1916, Ch. 130 


North Carolina....| Public Laws of 1917, Ch. 180 








brarian 
North Dakota. ...| Laws of 1915, Ch. 61 Budget Board 
rere Legislative Acts of 1913, p. 658 Governor 
ree General Laws of 1913, Ch. 284 Secretary of State 


South Dakota.... 


Laws of 1916-17, Ch. 354 


Budget Board 


Tennessee. .......| Public Laws of 1917, Ch. 139 Budget Commission 
ee | Laws of 1917, Ch. 15 Governor 

i. Acts and Resolves of 1915, No. 26 Budget Committee 
Washington..... | Session Laws of ro15, Ch. 126 State Board of Finance 


Wisconsin. ..... 


.| Session Laws of 1911, Ch. 583; Laws 


| of 1913, Ch. 728; Laws of 1915, 





Ch. 606 


* Taken from Report of Commission Appointed to Compile Information for the 


Constitutional Convention in Massachusetts. 


Board of Public Affairs 
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The impression gained from a cursory reading of the foregoing 
summary is that the present trend in the evolution of an American 
budget is in the direction of the ‘‘executive budget.” In all of 
the states named, with the exception of the state of New York, 
the Governor or some officer or board attached to the executive, 
as distinct from the legislative department of the government, 
is made responsible for original estimates. The method of making 
estimates, the classification of estimates, and the centralization 
within the administration of authority over estimates, have greatly 
improved the situation as compared with the customary procedure 
prior to 1910; but it would be an error to assert, as many writers 
seem inclined to do, that the enactments referred to create execu- 
tive budgets. In a few states only is there any provision that the 
classification of estimates furnished by the executive should give 
shape to the finance bills on which the Legislature is to vote. In 
a few states only has the Legislature consented to curtail the right 
of members to submit amendments to such bills while on their 
passage to enactment. Even in the case of Maryland, which con- 
fers on the Governor unusual powers in dealing with finance bills, 
the Legislature still has the right to authorize expenditures for 
purposes not included in the Governor’s program, provided it has 
first disposed of the proposals submitted by the Governor and can 
raise the needed funds. The rejected New York constitution of 
1915 contained a similar provision. Some adjustment of this sort 
is doubtless necessary to provide against suspension of public 
business because of a deadlock between the Governor and the 
Legislature, but it has no place in a true executive budget. 

The most significant feature of the enactments cited in the fore- 
going summary is that which deals with executive procedure in 
the matter of estimates and, as such, marks an important step in 
the development of sound budgetary. practice. Three tendencies 
are disclosed by the rules laid down. 

First, these laws recognize that the authoritative estimates 
for future expenditures should be made by those who have charge 
of current expenditures and not by those who authorize services. 
The budget, in its initial stage, pertains to the executive. Nine 
of the twenty-five states that have enacted budgetary laws since 
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1900 impose the duty of original estimates on the Governor. In 
Massachusetts, for example, the law makes provision for a “super- 
visor of the administration,” whose duty it is to “study and review 
all estimates”’ and to “prepare a budget for the Governor, setting 
forth such recommendations as the Governor shall determine upon.” 
This makes the Governor responsible for the budget as submitted 
to the Legislature. 

Eight of the states listed in the summary make use of some 
board or commission for the initial preparation of the budget, 
but these boards are composed either exclusively of administrative 
officers, or other members appointed by the Governor or, in case 
members of the Legislature are on such boards, the deciding vote 
lies with the Governor. The organization of these boards is 
instructive. 


SUMMARY OF SPECIALLY ORGANIZED BODIES FOR DEALING 








WITH BUDGET SYSTEMS 
| ies en Ss 8 
ee IP pes No. of 
| ’ Ex officio | Ex officio % 
; | Name of Board or Other | Total | Members | Members | Members 
Name of State oad No. o Appointed 
| Organization Meahaes from the | from the aes 
‘ | Legisla- | Adminis- G y 
| ture | tration ee 
Connecticut....... | State Board of Finance SW Bixsiawns 3 3 
Louisiana......... | Board of State Affairs ee werrree Serre er 3 
North Dakota. ....| State Board of Finance > | 3 B® Meewwcwes 
South Dakota..... | Budget Board Ce eee a eae 
Tennessee........ | State Budget Commission} 5 |........| a See 
Vermont......... | State Budget Committee | 7 | 3 a eer 
Washington....... | State Board of Finance | 3 Ricasers a arene 
Wisconsin........ | Board of Public Affairs 9 4 | 2 3 
| | 





From the foregoing statement it appears that three states only 
provide for legislative representation on the body imposed with the 
duty of primary estimates, and that even in these cases the Gov- 
ernor holds the balance of influence. In the opinion of the writer, 
these three states, North Dakota, Vermont, and Wisconsin, are the 
only states that have taken the proper stand from which to develop 
sound budgetary procedure for governments of the American con- 
stitutional type. What they have done is consistent with the idea 
of a joint budget. They have at least started in the right direction. 

Slightly different adjustments are made by the laws of other 
states. In 1913 the general assembly of Illinois created a legisla- 
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tive reference bureau and assigned to that bureau the duty of 
preparing a detailed budget for the use of the Legislature. But in 
1917 this adjustment gave place to greater centralization of author- 
ity. The administrative code of that date created a Department 
of Finance under the supervision of a director appointed by the 
Governor. According to this adjustment, the presumption is that 
the Governor controls the budget. Whether or not that presump- 
tion is tenable, experience alone can determine. In Oregon the 
Secretary of State initiates the budget estimates, while in North 
Carolina this duty is performed by the legislative reference librarian. 
Almost any kind of results can emerge from such arrangements. 
New York, alone of all the states, has provided for initiative and 
control over estimates by a committee of the Legislature. 

Second, a second trend toward sound budgetary practice is 
found in those provisions of recent legislation which aim to keep the 
budget as a bill in harmony with the budget as an estimate. In 
Vermont, for example, the law undertakes to curtail the practice 
of direct and personal appeals to the Legislature. The general 
rule is that all claims against the state as well as all requests for 
appropriations by public officials of all classes will not be considered 
unless they have been filed with the secretary of the budgetary 
committee. In Maryland, not only may the Governor require 
itemized estimates from all departments and services and institute 
public hearings on all such estimates, but he may, at his discretion, 
revise these estimates, excepting only those that pertain to the 
Legislature, the courts, and the public schools. Similar provisions 
may be found in the enactments of other states, even in those of 
the states which make no mention of administrative centralization 
in the making of estimates. 

The plain inference from recent enactments is that the Governor 
has, by virtue of the responsibilities imposed upon him, full author- 
ity to control administrative officers in matters of estimates and 
requests for appropriations. In this regard the trend of current 
legislation may be fully approved. 

Third, a third significant feature suggested by a study of recent 
budgetary legislation pertains to the importance of a standard 
classification for estimates. In Massachusetts, for example, the 
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Act of 1918 requires separate estimates and recommendations 
under four general heads with appropriate subheadings. In 
Vermont the budget committee secures estimates from depart- 
ments and services on blanks prepared and furnished by the com- 
mittee, and the structure of such blanks is outlined in the law. 
For the most part, however, the budgetary enactments of the states 
are silent on this point, notwithstanding the fact that a proper 
classification of estimates is perhaps the most vital of the technical 
requirements of sound budgetary practice. Without a standard 
classification that can be followed from year to year no fruitful 
comparisons of the cost of government can be made. Only on 
the basis of a satisfactory classification of estimates would it be 
possible for the Legislature to accept budget estimates as the bases 
of appropriation bills. So important is this point that it should 
be made the subject of a special study. 


CONCLUSIONS RESPECTING AMERICAN BUDGETARY REFORM 


Most of the underlying principles of sound budgetary procedure 
have been disclosed by the foregoing discussion. The difficulty 
lies in the application of these principles and in the formulation 
of definite rules for the control of financial practice. On one point 
there should be no difference of opinion. The type of budget 
adapted to the political organization of the American people is that 
of the joint legislative and executive budget. A budget of the 
German type is not wanted; a budget of the English type, even if 
it were wanted, could not be introduced; a budget of the con- 
gressional type, or of the type recently adopted by the state of 
New York, rests on a vicious political principle. As long as the 
Legislature seeks to control original estimates submitted by the 
administration, it is futile to look for efficiency and economy in 
government affairs. The constitutional situation in this country 
demands formal, conscious, direct, and continuous co-operation 
between those departments of government clothed with legislative 
and administrative authority. In order to realize sound financial 
practice, governments of the American type must work out reform 
along the lines of a joint budget. 
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This conclusion, simple in itself, means quite a number of things. 

On its administrative side, it means the formulation within 
the executive department of specialized rules for making estimates 
and an organization of executive departments and services of such 
a sort that the estimates submitted shall stand for a consistent 
political program. ‘Those provisions in the recent enactments of 
certain of the states which impose on the Governor the task of 
framing the budget, and of framing it in such a way that it may be 
followed in the writing of finance bills, are defensible. Indeed, 
they are essential for the realization of the end sought. The 
federal situation is not quite so hopeful. The only congressional 
enactment which requires a consideration of estimates by the ghief 
executive before their submission to Congress is found in the Law 
of March 4, 1909, which recites, in effect, that if estimated expendi- 
tures are in excess of estimated revenues, it becomes the duty of 
the President to advise Congress how, in his judgment, the balance 
should be restored. That is to say, when the treasury is empty, 
Congress wants the President to propose a plan of economies, but 
when the treasury is full, Congress wants no advice from the Presi- 
dent. As long as this situation maintains, it is idle to expect reform 
in federal budgetary procedure. 

On its political side, the establishment of a satisfactory budget 
involves the refusal of the Legislature as a voting body to assume 
responsibility for the details of finance bills. In no other way 
can the Legislature exercise efficiently its constitutional control 
over public policies. The man who guides the business policies 
of a business organization is not the man who concerns himself 
primarily with details. On the contrary, the strong man of a 
corporation is he who insists that those whose task it is to concern 
themselves with details should perform that task in a proper man- 
ner. This generalization is equally true for political bodies. It 
is not too much to say that the weak spot in the American organiza- 
tion for popular government is the diffusion of legislative energy, 
and nowhere does this appear more clearly than in connection with 
financial legislation. The finance committees do a vast amount 
of unnecessary work. They undertake original investigations to 
secure results which are, or should be, the by-product of an efficient 
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administration, and which should be made available for a study 
by the Legislature of the broad interests involved in the voting 
of specific appropriations. Legislators in this country will increase 
their substantial influence by abandoning some of their cherished 
prerogatives. 

On its technical side, budgetary reform in the United States 
means a scientific classification of public services. This is no slight 
task. The classification required is one that will serve as the frame- 
work of a book of estimates, which, in turn, may be used as the 
basis of finance bills that carry legislative appropriations. The 
problem thus introduced is too exacting for cursory comment. It 
involves a detailed analysis of governmental functions and an 
exhaustive study of balance in appropriations. It calls for the 
same kind of expert treatment as is required for the formulation 
of a system of accounting records for a complex business enterprise. 

The chief obstacle to satisfactory budgetary reform in the 
United States is not found in any of the technical requirements 
to which reference has been made. It lies rather in the miscon- 
ception on the part of legislators as to the character of the influence 
they should exert in a popular representative government. Legis- 
lative bodies must be willing to surrender, or at least to curtail 
in a marked degree, the right of individual initiative and amend- 
ment so far as appropriation bills are concerned, and this they will 
do when they come to understand that their jealous retention of 
control over matters which are administrative in character weakens 
their influence as that department of government intrusted with 


the control of public policies. 
Henry C. ADAMS 














WAR-TIME INDUSTRIAL EMPLOYMENT OF WOMEN 
IN THE UNITED STATES 


Number of women employed.—Any estimate of the number of 
women drawn into industry in this country during the war must 
be largely a matter of speculation. It is known, however, that 
the number was small compared to the number of women who 
took up industrial pursuits in other countries. We do not even 
know the total number of women and girls now employed in gain- 
ful occupations, but judging from previous census figures it is 
probably over eleven million. Of these the number of female wage- 
earners sixteen years of age and over (excluding superintendents, 
managers, clerks, and other subordinate salaried employees) engaged 
in manufacturing in 1914, 1909, and 1904 was as follows:" 


Percent increase? 


NE as aisiacaieedetece CMI sis sis:6s cxsiscciniete 9.7 
Ee rar er RAMA: sca 0 daciiwn sxe 21.1 
WES ciciwernraences Na. sein cisoieccxls se es 


From these data it is reasonable to infer that the normal increase, 
without the influence of war conditions, would have brought the 
number of women in the manufacturing industry to somewhere 
between 1,500,000 and 1,800,000. 

Miss Marie Obenauer, Chief Woman Examiner of the National 
War Labor Board, estimated in October, 1918, that there were 
1,500,000 women in essential war industries at the time the armis- 
tice was signed. This estimate was based upon surveys in fifteen 
states, taken in connection with the assumed rate of increase and 
the known labor needs. We have no figures at all indicating how 


* Abstract of the Census of Manufactures, I (1914), 433. 

2 Ibid., p. 463. The increases for males are almost the same. For explanation 
of how the comparative figures for the different censuses are arrived at, see the same 
volume, pp. 434, 435- 

3 The Wage Earning Women in.the Winning of the War, Bulletin for the Press, 
issued April 14, 1918, by the Committee on Public Information. 
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many women entered industry for the first time during the war, 
or how many of those who did enter would normally have done so 
in peace time. Most of the women included in Miss Obenauer’s 
estimates were employed in industries and processes in which women 
had been widely employed before the war. No statistics, of course, 
are available showing the substitution of women for men. Up 
to October, 1918, replacement was confined to comparatively few 
workers and groups of occupations. 

The most conspicuous examples of new occupations, in which 
women did work which in pre-war time would have been assigned 
to men, are the (estimated) 100,000 women munitions workers 
(largely in machine shops), the large number in automobile fac- 
tories, the few thousands in railroad shops, etc., and the few hun- 
dred on street railways. After the “work or fight” order of May, 
1918, men of draft age could not secure deferred classification 
if engaged in certain occupations, including passenger-elevator 
operators, clerks in mercantile establishments, waiters, doormen, 
attendants, etc. There was therefore considerable shifting of 
women into these occupations, as well as a striking increase in the 
number of women engaged in office work." 

Sources of supply —Most of the women—estimates run as high 
as 95 per cent—who went into war industry came from other 
industries in which they had previously gained a livelihood and 
industrial experience. The war-time employment of women has 
been characterized by a shifting from the lower paid to the higher 
paid occupations, and from nonessential industries, rather than 
by any large accession of women who would not normally have 
come into industry in any event. The three important non- 
industrial sources were doubtless (1) domestic service, from which 
came considerable numbers for the factories; (2) teachers, 100,000 
of whom are said to have left the low pay of the schoolroom for 
clerical and munitions works; (3) wives and mothers of soldiers. 

That the supply of women industrial workers in essential indus- 
tries has been largely recruited from women previously employed 
is indicated by specific inquiry in individual plants. In a study 

*Cf. Hobbs, “Wartime Employment of Women,” American Labor Legislation 
Review, December, 1918, pp. 334-35. 








WAR-TIME INDUSTRIAL EMPLOYMENT OF WOMEN 641 


of the women workers in the Philadelphia Naval Aircraft Factory, 
for instance, it was found that the 221 women in the plant July 18, 
1918, came from go different occupations, including inspectors, 
“‘operators,”’ saleswomen, teachers, “sanding talking machines,” 
power-machine operators, and drill-press operators. Most of the 
remaining occupations, represented by one to six each, were from 
manufacturing industries." 

Methods of recruiting —Methods of recruiting never became 
systematized in this country, nor did publicity for the securing 
of. women workers reach anything like the same extent it did in 
England and France. Munitions plants here had been recruiting 
large numbers of women before we entered the war, with only such 
regulations as the various state laws, indifferently enforced in 
some instances, provided, and this situation continued after our 
entry into the war. Many firms found it desirable to recruit their 
new women workers as largely as possible from the families of their 
men employees.? This method is said to be by far the most effective 
from the point of view of shop management, but precarious from 
the point of view of supply. In general, up to October, 1918, 
industrial plants seem to have found no great difficulty in obtaining 
a fairly adequate supply of woman labor. 

English experience in recruiting and training women covered 
the four years of the war and involved an increase of about 
1,500,000 in the number of women employed. This experience was 
thoroughly canvassed by labor specialists in this country and much 
haphazard and unorganized publicity given to it. No serious 
governmental effort was made, however, to get it systematically 
before employers, nor did anyone seem seriously to contemplate 
the need of publicity for the recruiting of women, until the third 
draft threatened to call every available man under forty-five into 
the army. There is much evidence in the technical and trade - 

* Council of National Defense, Committee on Women in Industry, Women Workers 


in the Philadelphia Naval Aircraft Factory, p. 24. See also National Industrial Confer- 
ence Board, Wartime Employment of Women in the Metal Trades, 1918, pp. 70-72. 

2 Turner, ‘Women in Mechanical Trades in the United States,” Monthly Labor 
Review, September, 1918, p. 211. 


3 Cleveland Chamber of Commerce, Substitution of Woman for Man Power in 
Industry, 1918, p. 17. 








642 JOURNAL OF POLITICAL ECONOMY 


journals, however, that employment experts in our industrial 
establishments studied English experience, and that intelligent 
progress in recruiting, selecting, and training was based upon it, 
even in the absence of government advice and direction.‘ But 
we did not, in this country, begin to approach the co-ordination 
and regulation which the English achieved. It took them two 
years todoso. English experience, however, revealed the principles 
and machinery requisite for an effective recruiting policy for woman 
labor. These included (1) central control, to put labor where it 
was needed most, (2) community labor boards or committees, 
(3) government labor exchanges or employment offices, (4) pub- 
licity, (5) regulation—selection, medical examination, oversight of 
housing accommodations, arrangements for transportation, etc., 
(6) official standards, legally enforced, for working conditions, 
hours, wages, etc. By October, 1918, our own government, through 
the United States Employment Service and other agencies, was 
headed toward some such program. 

The United States Employment Service began to take a hand 
in the placement of women in September, 1918, by which time the 
service was getting under way. There is no evidence, however, 
that it placed any considerable number of women, though had the 
war continued it would have become an indispensable agency to this 
end.?, Early in September the Employment Service issued two 
general orders’ outlining a program for intelligent direction of the 
introduction of women into new fields of war industry. A note- 
worthy feature of this program was the addition of two women, with 
full voting powers, to each community labor board, one represent- 
ing women workers and the other industrial management. When 
employers made application for women for occupations not hitherto 
customarily undertaken by women, the local employment office 
was to refer the application to the community labor board of the 
district for approval. Approval could be given with limitations 





«Cf. for example, Porter, “Detroit’s Plan for Recruiting Women for Industries,” 
Industrial Management, August, 1917, pp. 655-59. 

2 In October, 1918, the Employment Service placed 66,000 women. U.S. Employ- 
ment Service Bulletin, December 10, 1918, p. 10. 

3 General Order B-7 and B-8. The full text is given in the U.S. Employment Service 
Bulletin, September 17, 1918, p. 314. 
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as to wages and working conditions. The functions of the com- 
munity board thus involved decision as to the following matters: 
(1) propriety of the proposed kind of work for women, (2) whether 
working conditions in the particular place and under existing 
conditions were satisfactory, (3) modifications necessary before 
employment of women could be sanctioned, (4) what age limita- 
tions, if any, should be enforced. 

General order B-8 also provided that doubtful cases should be 
referred to the general director of the Employment Service who 
was to refer the matter to the Women in Industry Service of 
the Department of Labor. The decision of that Service, when 
approved by the Secretary of Labor, was to be binding upon the 
Employment Service and the community labor board. The motive 
back of this provision was, of course, to protect standards of work- 
ing conditions, wages, etc. The provision for reference to the 
central office grew out of the fact that a large amount of information 
from foreign and domestic experience had been collected at Wash- 
ington and was available only there. One can only guess, in view 
of the usual slowness with which departmental red tape unwinds, 
that the employers, had wholesale substitution of women become 
necessary, would have employed the women without waiting for the 
community board, the Director General, the Director of the Women 
in Industry Service, and the Secretary of Labor to review the case. 

In October the Employment Service announced a campaign 
to replace men by women in every position a woman could fill, 
and early in November the Department of Labor announced that 
unoccupied women ought to seek regular positions in war industry. 

The Bureau of Labor Statistics gathered a large mass of data, 
including several hundred photographs, relating to the work of 
women in war industries in England. This material was practically 
unavailable to the general public, however, as the Department of 
Labor did not move with great decision or rapidity and did not 
start any serious campaign to get more women into industry. The 
Women in Industry Service, like the Employment Service, did not 
get under way until August, and then with very inadequate appro- 
priation. Moreover it seemed to approach its duties more with 
the idea that its function was primarily to protect and develop 











644 JOURNAL OF POLITICAL ECONOMY 


standards of women’s employment and only secondarily and 
indirectly (through better standards) to aid in the necessary 
speeding up of war production. This attitude doubtless had its 
origin, in part, in English experience, where in the earlier months 
of the war women had been overworked to the point of fatigue- 
exhaustion, and where in consequence the government had taken 
stringent measures to protect women workers and at the same 
time secure as many as possible for essential industries. In so 
far as standards to protect health and efficiency were necessary to 
the continuation of maximum output in war time, the position 
taken by the Women in Industry Service was the proper one. It 
would have been very easy, however, to overstep this limit, with 
an eye more to ideal peace-time standards than to the immediate 
pressing needs of the nation for accelerated production. 

Processes and operations.—While women have been employed 
in a variety of operations, and while even in this country they 
have found many new opportunities in skilled trades, the vast 
majority have been employed in unskilled or semiskilled processes 
of a repetitive nature. Women have not in the past made their 
way in any considerable numbers into the recognized “trades” 
and hence lack training and experience, and war demands did not 
reach the point of necessitating an extensive substitution of women 
formen. Other causes why women have been confined to unskilled 
and semiskilled jobs may no doubt be found in certain artificial 
obstructions. Employers in many instances have been opposed 
either actively or passively—actively where they object to intro- 
ducing women because of the greater care necessary in management 
and working conditions, passively where they “have to be shown”’ 
that women can work as well as men. The opposition of men 
employees, also, while held in abeyance during the war, except 
in isolated cases like the notorious action of the organized street- 
railway employees of Cleveland, was potentially present. Fore- 
men also not infrequently object to women, as English experience 
has shown. The practice of up-grading men already on the job, 
putting them into places requiring more skill and judgment, and 
filling the old places by women, helps further to explain the 
comparative scarcity of women in skilled trades. 
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A list of the actual operations performed by women would fill 
many pages. Generally speaking the new operations are to be 
found in the metal industries. The operations performed by 
women in the United States arsenals may be taken as typical. 
They include assembling, inspecting, store-keeping and issuing, 
operating five- and ten-ton automatic electric cranes, armature 
winding, shaping, grinding, milling, operating saws, lathes, drill 
presses, punch presses, automatic and hand screw machines, solder- 
ing, oxyacetylene and electric welding, galvanizing and electro- 
plating, polishing and buffing, painting, checking and loading, 
operating engraving machines, driving trucks, operating photostat 
machines, running elevators, etc. Much the same list would be 
found in the large automobile factories, which introduced women 
in large numbers, and in munitions plants of all kinds." 

Perhaps the most conspicuous case of increased employment 
of women was that on the railroads. On January 1, 1918, there 
were 60,555 women engaged in railroad work; by October 1 the 
number had increased to 101,000. Of these, however, 73,285 were 
engaged in office work and 2,796 in personal service (dining-rooms, 
etc.), leaving only about one-fourth of the total for the manual 
and industrial phases of railroad work. Shopwork engaged 5,091; 
cleaning cars, etc., 5,555; round houses 1,365; warehouse and dock 
(including trucking) 1,461.? 

It is evident that no definitive objective judgment as to the 
scope of the possible employment of women in processes requiring 
breadth and high degree of skill can be based on war-time experi- 
ence. English experience indicates that women, under equal 
incentive and opportunity, are probably as capable as men in 

*For a comprehensive list of machines operated successfully by women see 
Lynch, “‘Women’s Work in the Iron, Steel, and Metal Industries,” Jron Trade Review, 
January 17, 1918, p. 206. 


2“‘Work of Women’s Service Section, United States Railroad Administration,” 
Monthly Labor Review, March, 1919, pp. 209-12. For full statistics of occupational 
distribution see the table, p. 209. For further matter concerning processes see: 
National Industrial Conference Board, of. cit., pp. 1-3, 8-29; Turner, ‘Women in 
Mechanical Trades in the United States,” Monthly Labor Review, September, 1918, 
pp. 206-15; Goldmark, ‘‘Women in the Railroad Service,” Proceedings of the Academy 
of Political Science in the City of New York, February, 1919, pp. 151-56; Council of 
National Defense, op. cit., October, 1918, pp. 26-36. 
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developing all-around mechanical capacity, but in the main the 
war has furnished less evidence than one might suppose, in view 
of the vast amount that has been written on the subject. The 
necessity for immediate increase of output made it essential to 
give women specialized intensive training for particular jobs rather 
than to develop them into general mechanics. In this fact is to 
be found the limitation on what we have learned about woman’s 
industrial capacity." 

Efficiency and output.—To judge of the relative efficiency of 
women and men is extremely difficult. Employers’ views are 
conflicting and are not worth much except in the relatively few 
cases where exact records of output of men and women on the 
same work under like conditions have been kept. An official 
canvass would probably discover a considerable amount of data of 
this character. In the main, however, American industrial 
management is of such a slapdash character that the vast major- 
ity of firms fail to appreciate the value of output records. Without 
them no scientific judgment can be made. 

Opinions are, however, of interest, and taken in the mass 
perhaps afford a basis for tentative judgment. It is significant 
that the number of employers who are willing to say that women 
are less efficient than men is relatively small. The best available 
information as to opinions is afforded by an investigation under- 
taken by the Committee on Industrial Welfare of the Cleveland 
Chamber of Commerce in the summer of 1918.2? In the metal 
industries no employer was found who would say that women 
are less productive than men; 24 per cent regarded women as 
less prompt and less regular in attendance than men, and 20 per 
cent said women could not so easily be transferred from one process 
to another as men. Opinions in the clothing and miscellaneous 
industries were less favorable. On the whole, however, the distri- 
bution of opinion may be taken as extremely favorable to women. 
A tabulation of the opinions, by percentage distribution, follows. 
While the investigation was evidently comprehensive, unfortunately 
no information is given as to the number of firms covered; nor is 


* National Industrial Conference Board, of. cit., p. 37. 
2 A Report on the Problem of the Substitution of Woman for Man Power in Industry. 
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any definition given of the meaning of “production’’—whether it 
means absolute physical productivity or productivity relative to 
wages paid. Indications are that it means the former. 

Naturally the problem of the kinds of work suitable for women 
has been brought to the fore by war demands, and especially has 


TABLE I 


SUMMARY OF OPINIONS OF CLEVELAND EMPLOYMENT MANAGERS AS TO THE 
RELATIVE EFFICIENCY OF MEN AND WOMEN 

















Percentage in | Percentage in | Percentage in 
eta Clothing Miscellaneous 
Industries Industries Industries 

Production: 

Women more productive than men..... 64 20 38 

Women less productive than men...... ° 20 ° 

Women equal to men................ 24 40 52 

ee | eee eee errr 12 20 10 
Attendance: 

Women more regular than men........ 28 ° 10 

Women less regular than men......... 24 60 40 

Women equal to men................ 48 4° 40 

I OIE S56 8e6 cacicccdscsAsdedesciscsdbecaissaedans 10 
Tardiness: 

Women more prompt than men........ 43 ° 30 

Women less prompt than men......... 24 50 30 

Women equal to men................ 33 50 40 
Ease of transference from one process to 

another: 

Women more easily transferred........ 35 10 12 

Women less easily transferred......... 20 20 38 

Women equal to men................ 15 50 12 

DORMAGETE Th GIG 655 ca ccccewcwess 30 20 38 
Length of service: 

Women stay longer than men.........|...........- 33 23 

Women stay shorter period than men..}............ 33 54 

Women stay equal length of time as men}............ 34 23 








there been interest in the question of woman’s capacity for heavy 
work. In general, it would seem that employers in this country 
have avoided placing women at jobs requiring great physical 
strength. This is only elementary common sense applied to selec- 
tion and placing. As a matter of fact, however, the heaviness 
of work on which women can safely and effectively be employed 
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is a question on which scientific investigation is badly needed. 
Even the laws on the subject reflect the diversity of opinion. Eng- 
land permits women war workers to lift weights up to sixty pounds, 
France up to fifty-five pounds." In this country most of the states 
place no legal limits at all. The Woman in Industry Service, 
however, sets the limit at twenty-five pounds. This is, of course, 
in no way mandatory.? 

Social workers, and specialists in the study of women in indus- 
try, as well as many medical men, have fought hard to reduce the 
demands upon women’s physical strength. On the other hand 
there are still some persons who feel that women are being hedged 
about by so many restrictions that their activities are unnecessarily 
limited. The contention is made that women in their homes per- 
form much heavy work and that the work of European peasant 
women proves that women can without harm be trained to heavy 
labor. 

Against this it is argued that household tasks, however heavy, 
are not comparable to the continuous constantly supervised work 
of the factory, and further, that the ill results of heavy muni- 
tions work in France and Great Britain are likely to appear in 
later years, if not now. Medical opinion bears strongly against 
heavy work, but much of it is only opinion, based largely on a 
professional tradition and unsupported by concrete evidence. 
Experience and a proper consideration of certain influences which 


* Monthly Labor Review, September, 1918, p. 217. 

2“Peace Time Standards for Women in Industry,” U.S. Employment Service 
Bulletin, December 17, 1918, p. 4. In the little pamphlet, under the same title, pub- 
lished by the Women in Industry Service for general distribution, and dated Decem- 
ber 12, 1918, the definite limit is not given. It is merely stated that “repeated lifting 
of heavy weight or other abnormally fatiguing motions” should not be required. The 
Wisconsin Industrial Commission rules that even the maximum of twenty-five pounds 
should be lowered “if women are required to lift such a weight often or carry it any 
distance.” See Factory Equipment, Housekeeping, and Supervision, a handbook for 
employers of women, September, 1918, p. 7. 

3 The principal lady factory inspector, in England, permits herself to wonder 
“whether some of the surprise and admiration expressed in many quarters over new 
proofs of woman’s physical capacity and endurance is not partly attributable to lack 
of knowledge or appreciation of the very heavy and strenuous nature of much of the 
normal pre-war work of women, domestic and industrial.” See Report of the Chief 
Inspector of Factories for 1916, Cd. 8570 (1917), p. 5- 
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have long had an undesirable repressive effect upon woman may 
develop a modification of the generally accepted view." 

With regard both to physical and to mental adaptability to 
industry the evidence thus far adduced from war experience is 
unsatisfactory from a scientific point of view, especially in this 
country. Adaptability and capacity can scarcely be judged apart 
from production; and comparative records for men and women are 
both inadequate and contradictory. The reasons for this fact are 
easy to locate. (1) The recency with which women have entered 
many trades makes it unfair to compare them with men. Greater 
experience and stability must be waited for. (2) Output records 
are lacking, as mentioned above. (3) There has been a lack of 
persons properly qualified to make time and motion studies. Eng- 
land has secured more satisfactory data in this regard than we have. 
(4) The pressing demand for production made such studies difficult 
in war time. (5) Conditions are rarely the same for men and 
women. The type of woman drawn into the factories is an ele- 
ment in the situation. Practically untrained women are often 
judged in relation to men of experience and skill. There are also 
differences involved in incentive. The ordinary impulse of the 
new worker to make good, the patriotic motive, and the general 
speeded-up psychology of war time would tend to influence the 
output of women favorably. Restriction of output by men workers, 
where present, either tacitly, or under long-standing union rules, 
as in England, would also make the record read more highly in 
favor of the women.? (6) Changes in shop organization and 
management, new machinery, re-routing, splitting up of jobs, etc., 
rendered necessary or advisable by the introduction of women, 
affect the comparison. While it is generally asserted that women 
take more kindly to repetition work than do men, the increased 
output which in many instances has followed the substitution of 

*See, for instance, Mosher and Martin, “The Muscular Strength of College 
Women,” Journal of the American Medical Association, January 19, 1918, pp. 140-42. 


2See National Industrial Conference Board, Wartime Employment of Women 
in the Metal Trades, pp. 35, 36. ‘‘ Yet in many types of light work,” says this report, 
“women apparently are capable of bettering men’s record, even when the men do 
their best.” This is especially true where deftness and dexterity in handling small 
parts are required. 
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women for men is due in part, especially in England, to improve- 
ment of war-time machines, tools, time- and labor-saving appliances, 
and organization.* On the other hand, even where men and fore- 
men have not been antagonistic, the failure of foremen and mana- 
gers to understand woman’s viewpoint and special needs has fre- 
quently placed women at a distinct disadvantage. Mrs. Clara M. 
Tead, of the Ordnance Department, from whom many valuable 
suggestions have been obtained, especially stresses the fact, made 
clear by her experience, that these complex factors make it danger- 
ous to accept the opinion of any employer as to the efficiency of 
women workers. 

We can for the present probably do no better than to accept 
the conclusion of Mr. A. W. Kirkaldy: 

In any case, it is clear that women in industry are capable of doing success- 
fully not merely such unskilled work in laboring as their physical strength 
can compass, nor merely work of a repetitive or routine nature, but work of 
a much higher order, where they have training for it. And it is clear that, 
as they gain more experience, the limit of their industrial usefulness has not 
yet been reached.? 


Training.—Where any attention whatever has been paid to 
training, by far the greater numbers of workers, both men and 
women, have been trained in the shop, not by specially prepared 
instructors, but by foremen or journeymen whose attention is 
divided between their own work and that of training the recruits.’ 


* Commerce Reports, March 27, 1919, p. 1549. 

2 Industry and Finance, 1917, p. 41. The most comprehensive study of the 
question yet published in this country is that of the National Industrial Conference 
Board, Wartime Employment of Women in the Metal Industries (July, 1918). This 
deals with information obtained from 131 establishments employing 334,878 men 
and 49,831 women. A summary comparison of output and wages is given in a table, 
pp. 8-29. The report has the advantage that it deals with comparatively large 
numbers, an advantage somewhat offset, however, by the disadvantage inherent in 
the questionnaire method, which the investigation relied upon for this information. 
This method is at best unreliable. See also New York State Department of Labor, 
The Industrial Replacement of Men by Women, March, 1919. 

3 Of the 131 concerns employing women and investigated by the National Indus- 
trial Conference Board, only eleven, with 14,380 women on their pay-rolls, had special 
training departments. (Wartime Employment of Women in the Metal Trades, p. 45.) 
Of the 117 plants included in the study made by the New York State Industrial Com- 
mission, only seven had training schools. (Industrial Replacement of Men by Women, 


p. 18.) 
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Three methods of training have been utilized by private indus- 
try: (x) training in the shop, as just mentioned, either with or 
without the aid of instructors especially appointed for the purpose, 
(2) vestibule schools, or, as they are sometimes called in England, 
training bays, (3) co-operative schools. The latter are by no 
means common. They are ordinarily conducted in some public 
building—school or Y.M.C.A.—and are financed by groups of 
firms. Sometimes also private firms and public agencies co-operate 
both in financing and in management." 

The vestibule school generally consists of a part of a factory 
set off for use of new workers. There, under competent instructors, 
they are given lessons in machine-operating. Sometimes the train- 
ing is a matter of only a few days, sometimes of weeks. As a general 
rule during war time the training was limited to a single operation. 
On the other hand, where women were to be trained for supervisory 
work, they were transferred to new machines as rapidly as they 
could master the operations, and in that way became familiar with 
all the types of work on which women were employed. 

While the movement for the establishment of training depart- 
ments is still in its infancy, and the relative merits of the different 
types of organization for training are not definitely settled, the 
trend of experience indicates the vestibule school as the most effect- 
ive and economical agency for intensive training, especially of 
women. English experience indicates that it is difficult to start 
women in the same shop with men unless the latter are in sympathy. 
Another argument for vestibule-training is that women and girls 
are under unnecessarily high nervous tension when thrown at once 
into factory noise and confusion, and that much spoiled work 
results. The divided attention of the foreman under such condi- 
tions is a great drawback. Nevertheless, industrial managers are 
to be found who maintain that better results are obtained when 
the untrained women are placed directly in the shop, especially 
if they are there taught by special instructors. Other managers 
hold that vestibule-training saves the time of the foremen and 


‘ Aside from these, of course, there have been many schools and intensive courses 
promoted by educational authorities, local, state, and national, by the Y.M.C.A., etc. 
See, for illustration, Burdick, “Training of Girls and Women for Emergency War 
Work,” Vocational Summary, August, 1918, p. 9. 
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workers, who are otherwise constantly called upon to stop their 
machines and help the green hand.’ In general the belief seems 
extensive that women make better instructors of women than 
do men. 

Government agencies more or less concerned in the training of 
women included the Training and Dilution Service of the Depart- 
ment of Labor, the Railroad Administration, the Council of 
National Defense, and the Federal Board of Vocational Educa- 
tion. The Training Section of the Council of National Defense, 
before the establishment of the Training and Dilution Service 
in the Department of Labor, was the chief government agency 
encouraging and advising employers to establish vestibule schools. 
But it took the position that women should not be hired until all 
available men were put to work.? It did not, therefore, grapple 
with the problem of training women as a separate and distinct 
class. Nor did the Training and Dilution Service. The Rail- 
road Administration limited its special training of women to those 
who were to work in ticket offices, etc. The work of the Federal 
Board of Vocational Education and of some of the technical schools 
and private industries had its inception in pre-war days, and was 
only modified or accelerated by war demand. A retrospect over 
the first nine months of 1918, however, when practically everyone 
was expecting the war to last well into the summer of 1919, and 
to require the extensive substitution of women, suggests the exist- 
ence of a somewhat remarkable apathy with regard to the training 
of women for industrial life—an indifference in sharp contrast to 
the vigorous action taken by the British Ministry of Munitions. 

On the other hand, the sporadic hysterics created by labor 
shortage and the desire to “do something quick”? sometimes led 
to the establishment of training schools where they were not badly 
needed. Some firms, also, found in the war emergency an excuse 
for trying out experiments which they could not justify to their 

N.Y. State Industrial Commission, of. cit., p. 20. See further, Turner, “Women 
in the Mechanical Trades in the United States,” Monthly Labor Review, September, 
1918, pp. 206-13; National Industrial Conference Board, op. cit., pp. 45-47; Council 
of National Defense, op. cit., pp. 37-39; Burdick, “Training of Girls and Women 
for Emergency War Work,” Vocational Summary, August, 1918. 

2 Second Annual Report of the Council of National Defense, 1918, p. 86. 
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men in time of peace. The substitution of women appears not 
to have paralleled closely the general shortage of labor. At least 
one case is known in which men were locked out in order that women 
might be employed. In some sections in the interior where the 
labor shortage was not particularly acute, the amount of substitu- 
tion is said to have approximated that in the eastern industrial 
centers. 

Adaptation of work and working conditions —Coincident with 
the training of women has been the adaptation of jobs to women. 
In this, also, the war merely accentuated a movement already 
clearly defined. Modifications of machinery to lighten the physical 
demands upon men as well as women have been going on for years. 
In America, unlike England, the war has introduced few big 
mechanical changes in behalf of women workers. Most firms in 
this country have limited themselves to such minor improvements 
as the installation of automatic air chucks, better safeguarding 
of machinery, etc. 

The most striking technical change resulting from the substitu- 
tion of women for men in English factories, namely, the widespread 
splitting up of jobs and replacement of the old skilled trades by 
series of repetitive processes worked out on automatic machines, 
found little counterpart in this country, for the reason that speciali- 
zation had here already been carried to about the limit of practical 
efficiency and economy. 

In this country the chief adaptations emphasized as necessary 
have not been in the technical processes of production, but in 
working conditions, terms of the employment contract, supervision 
etc. English experience in hours of labor in relation to production, 
fatigue and health, in specialized supervision, and in welfare work, 
both inside and outside of the plant, had a marked effect upon 
theory, if not upon practice, in America. ‘The conviction grew 
that before there was any great increase in the number of women 
employed the public should insist upon certain minimum standards 
with regard to hours, sanitation, protection to health, guarding 
against chronic fatigue, prohibition of unsuitable tasks, etc. As 
was natural, and as was the case in other phases of war activity, 
there were those who saw in the situation an opportunity to do a 
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good stroke for reform in the standards of employment. On the 
other hand, there were doubtless employers who saw only an oppor- 
tunity to ignore standards already established and push their 
women employees to the limit while the golden opportunity for 
excess profits lasted. Either extreme would have been disastrous 
to the country’s main object—to secure a sustained maximum 
production, and to win the war. 

Had the federal government ever secured a co-ordinated labor 
administration, each government production bureau would have 
had a women’s service branch, co-ordinated with a central women’s 
service section in the Department of Labor.‘ The Ordnance 
Department was the only one, however, in which serious attention 
was given to the problem until the war was nearing an end. 
The Women’s Branch of this department was established in 
January, 1918, to aid in securing women workers for ordnance 
production, to advise with contracting firms with regard to prob- 
lems arising out of the introduction of women, and to develop and 
maintain, so far as possible, reasonable standards in working con- 
ditions. Later, in July, 1918, the Women in Industry Service 
was established in the Department of Labor. In December this 
Service published the “Standards Governing Employment of 
Women in Industry,” above referred to. This pamphlet indicates 
briefly and broadly the more important factors in the adaptation 
of work and employment conditions to women. 

The 8-hour day and 48-hour week are indicated as the 
maximum allowable. A half-holiday on Saturday, one day of 
rest in seven, at least three-quarters of an hour for a meal and 
10-minute recesses “in the middle of each working period” are 
recommended.? No woman, it is held, should be employed between 
10 P.M. and 6 A.M. Somewhat detailed recommendations are made 
with reference to welfare arrangements and working conditions. 
Special hazards to health which should be removed include: 

*See Marshall, “The War-Labor Program and Its Administration,” Journal of 
Political Economy, May, 1918. 

2There appears to be a widespread opinion among American employers that 
rest periods are desirable for women but not necessary for men. See National Indus- 
trial Conference Board, Rest Periods for Industrial Workers (Research Report No. 13, 
January, 1919), pp. 7-9. 
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(a) constant standing or other posture causing physical strain; 
(b) repeated lifting of heavy weights or other abnormally fatiguing 
motions; (c) operation of mechanical devices requiring undue 
strength; (d) exposure to excessive heat or excessive cold, or 
to dust fumes, or other occupational poisons, without adequate 
safeguards against disease. Women are not to be employed in 
occupations involving the use of poisons (e.g., lead) which are 
proved to be more injurious to women than to men. Suitable 
uniforms are recommended. Home work is prohibited. These 
recommendations are all in line with English experience, but it is 
safe to say that most American establishments employing women 
come far short of meeting these standards.* 

While all these features received attention prior to the war, 
they became of special importance when the pressure of war orders 
encouraged a lowering of standards. In many states legal restric- 
tion on the employment of women are practically nil; in others 
they have been openly ignored. ‘The Women in Industry Service 
found that special vigilance was necessary to uphold the legally 
established standards. The regulation of night work presented 
such difficulties that the Service called special conferences of 
representatives of labor and federal and state labor officials. A 
plan of control was finally developed whereby the federal govern- 
ment was given power, through a clause in all contracts, to prohibit 
night work by women on war contracts anywhere in the country.” 

Problems of management.—Very important, also, both to 
sustained production and to the welfare of the women workers, 
were the new problems of shop organization, management, and 
discipline occasioned by the employment of women in processes 
to which they had hitherto been strangers. 

The British Ministry of Munitions regarded problems of superin- 
tendence, especially in relation to welfare, as of so much importance 
that it established a special department to give effect to its policy— 
“to render to employers every assistance in devising schemes, 

* Out of 106 firms, for instance, reporting on hours, only 20 had a 48-hour week 
or less, while 81 were working 50 hours or more. Of 127 firms reporting, only 20 were 


providing rest periods. National Industrial Conference Board, Wartime Employ- 
ment of Women in the Metal Trades, pp. 62, 64. 


2 Cf. Annual Report of the Secretary of Labor, 1918, pp. 120, 121. 
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considering arrangements most suited to meet particular needs, and 
suggesting, if desired, the names of ladies qualified to act as welfare 
supervisors.””* 

The functions of the ‘‘lady superintendent”’ in England coincide 
roughly with those of the woman welfare manager in this country— 
an official who is no new figure in the more progressive American 
firms, but whose importance was greatly increased by war demands. 
In the aggregate, however, a surprisingly small number of American 
firms appear to have grappled intelligently with the problem of 
supervision for women employees. Very few companies introdu- 
cing women for the first time seem to have taken the trouble to 
appoint a trained woman employment manager—possibly because 
suitable appointees were so scarce, or, when a welfare secretary 
was appointed, to give her anything like the full powers and duties 
contemplated by the Munitions Ministry. Much stress is laid, 
in the English literature of employment management of women, 
upon the necessity of a fuil recognition of the psychology of the 
woman entering industry for the first time and the great desirability 
of employing women superintendents, instructors, etc., for women. 
As a rule, it is held, men are either too lenient or too stern in their 
treatment of women and too busy or too stupid to study their 
peculiarities.” 

The Women in Industry Service laid down the following stand- 
ards for employment management of women: 


1. In establishing satisfactory relations between a company and its 
employees a personnel department is important, charged with responsibility 


* Munitions Ministry Circular No. 9, January 31, 1916. (See British Industrial 
Experience during the War, I, 483-84; 65th Congress, Senate Document No. 114.) 
See also U.S. Bureau of Labor Statistics, Bulletin No. z22,p.27. Inacircular (M.M. 13) 
issued in September, 1916, the Ministry of Munitions described the duties of lady 
welfare supervisors. These include assisting in the engagement of women workers 
and the appointment of “‘overlookers,” keeping records of broken time, investigation 
before dismissal and in cases of resignation, watching the wages of individual workers 
to guard against injustice, investigation of complaints, supervision of working condi- 
tions, especially sanitation, provision of seats, cloakroom facilities, etc., co-operation 
with doctors and nurses, organization of recreation, and supervision of housing and 
transit. The Ministry wisely recommended, however, that not all these duties should 
be laid upon the lady superintendent “directly she is appointed.” 

2 Cf. Monkhouse, “The Employment of Women in Munitions Factories,” Scien- 
tific American, Supplement, May 4, 1918, p. 282. 
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for selection, assignment, transfer, or withdrawal of workers and the estab- 
lishment of proper working conditions. 

2. Where women are employed, a competent woman should be appointed 
as employment executive with responsibility for conditions affecting women. 
Women should also be appointed in supervisory positions in the departments 
employing women. 

It might be supposed that the question of discipline would 
assume serious dimensions where large numbers of men and women 
are employed together, but it appears to have occasioned little 
trouble. A slight difference in the time of reporting for work and 
quitting have ordinarily afforded sufficient precaution." While 
the tendency of larger firms seems to be to segregate the sexes 
in separate departments it is doubtful if this is at all general. 
Women working in separate departments are in most cases reported 
as producing a greater output than men at the same work. On 
the other hand, it is argued that where men and women work 
together both are held to the same standard of workmanship and 
the tendency to make allowances for women because of their sex is 
minimized.” 

Wages.—It is significant that persons who have been in most 
intimate touch with the war-time industrial employment of women, 
and at the same time whose training leads them to consider the 
broader economic and ethical aspects of the situation, point to 
the question of wages, and specifically to the issue involved in the 
principle of equal pay for equal work, as the fulcrum upon which 
the whole problem of woman’s employment turns. 

The prevalent impression that the war has caused an immense 
improvement in wage rates for women will not bear the light of 
facts. Of the 117 plants studied by the New York State Industrial 
Commission, for instance, twenty-nine pay under $12 per week, 
sixty-nine pay under $14 per week, and only three pay over $20 

*The Detroit Executive’s Club recommended separate entrances where possible. 


See “Detroit’s Plan for Recruiting Women for Industries,” Industrial Management, 
August, 1917. 

? National Industrial Conference Board, Wartime Employment of Women in the 
Metal Trades, pp. 42, 43. 

3 Cf., for example, the remarks of Mary Van Kleeck, Mary Anderson, Pauline 
Goldmark, Marguerite Bourat, and Helen Frazer, in Proceedings of the Academy of 
Political Science in the City of New York, February, 1919, pp. 141 ff. 
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per week. Only 29 per cent of the plants studied paid more than 
$14 a week, in spite of the fact that in Schenectady the War Labor 
Board awarded a $15-a-week minimum to General Electric women 
employees. ‘Two-thirds of the women who replace men in the 
state of New York receive less than $15 a week. Their wages hover 
around a mode of $13 a week." Another study by the same com- 
mission, covering 417 factories and 32,881 women in the paper- 
box, shirt and collar, confectionery, and cigar and tobacco indus- 
tries, yields the following results: 


TABLE II 


CUMULATIVE PERCENTAGE OF WOMEN IN Four INDUSTRIES WHO RECEIVED 
SPECIFIED EARNINGS 














Earnings per Week* i | Gee | cor | oe lode 
tere 8 II 17 5 10 
NE rrr 18 23 28 9 20 
ee re 36 33 51 17 35 
ee errr 59 58 72 32 53 
ee r 77 72 85 46 68 
CIN. Shin sc acvccoceens 23 28 15 53 32 
NII 6 ids sic caao vaccine 2 5 2 21 8 




















* The figures were obtained for one week in November or December, 1918. 


In 1914 the New York State Factory Investigating Commis- 
sion decided that $8 or $9 was the lowest weekly wage on which 
a woman could support herself and maintain physical efficiency. 
Judged even by this pre-war standard it appears that one-fifth 
of the women in the four industries studied were not earning 
enough to support themselves decently in an up-state city. Wages 
even in these overcrowded industries have risen since 1914, when 
from one-third to four-fifths of the women were earning less than 
$8 a week, but on the conservative estimate that the cost of living 
has risen at least 50 per cent, half of the women in the above four 
industries were getting less than a living wage.* A recent, but 
unfortunately undated, study of New York City laundries states 
that the wages of women in this notoriously underpaid industry 


* The Industrial Replacement of Men by Women in the State of New York, pp. 22, 23. 
2 Monthly Labor Review, March, 1919, p. 212. 
3 Cf. Monthly Labor Review, March, 1919, pp. 212-14. 
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averaged from $6.27 for shakers to $10.52 for markers and 
sorters.* 

The average weekly minimum paid by 22 industrial concerns 
in Cincinnati is placed at $8.24.2, These figures are indicative 
of the rates which would be found generally in industries not stimu- 
lated by war demand. In war industries somewhat higher rates 
have prevailed. The average weekly earnings of women in the 
shoe industry, for example, in the early part of 1918 ranged from 
$10.81 to $13.51.3 Women in the Philadelphia Naval Aircraft 
Factory, a government plant, were more highly remunerated. 
Only 22.9 per cent earned less than $20, 57.9 per cent between 
$20 and $22, 19.2 per cent between $26 and $29.4 Women making 
uniforms for the Navy earned from $10 to $35 a week.’ 

If the scattering investigations which have been made are a 
safe guide, it is certain that, outside of government plants and the 
relatively few cases where the War Labor Board or other agencies 
forced employers to raise wages, even the pressure of war demand 
for labor failed to bring the wages of a vast number of women up 
to the level necessary to “maintain the worker in health and 
reasonable comfort.”’ 

That other ideal of justice sponsored, in theory at least, by the 
National War Labor Board—equal pay for equal work—does not 
appear to have appealed to more than a limited percentage of 
employers. Where women have taken men’s places it has in the 
majority of cases been at a lower time rate, and not infrequently 
at a lower piece rate. Forty-six metal-working concerns reported 
time rates for men and women equal, 39 reported women’s rates 


*Harris and Swartz, The Cost of Clean Clothes in Terms of Health, a Study of 
Laundries and Laundry-workers in New York City, under the auspices of the Bureau 
of Preventable Disease of the Department of Health and the Consumers’ League of 
New York City, pp. 28, 29. 

?Mann, Women Workers in Factories (Consumers’ League of Cincinnati, August, 
1918), p.17. No specific date for the investigation is given. The figures presumably 
relate to the first half of 1918. 

3 Monthly Labor Review, April, 1919, pp. 174-75. 

4 Council of National Defense, Women Workers in the Philadelphia Naval Aircraft 
Factory, p. 43. The figures are for July, 1918. 

5 Council of National Defense, Making Uniforms for the Navy, September, 1918, 
PP. 41-43. 
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less than men’s." In Cincinnati, ‘‘as far as could be learned, most 
concerns pay women from 2 to 9 cents an hour less than they 
formerly paid men for work which is virtually the same as that 
performed by men.” Striking facts are reported in New York 
state: 

Of 78 plants offering the comparative wages of men and women on the 
same work, 16, or 20 per cent, pay women the same rate paid the men whom 
they replace. Of all women replacing men 9 per cent receive equal pay. It 
is to be noted, however, that the higher the pay of the man replaced the smaller 
the chance of the woman replacing him to receive it. The highest paid men 
received $22, $24, $28, $34.50, and $35 a week. The women who took their 
places did so at a reduction of $10, $12, $17.70, $19.50, and $14.88 a week, 
respectively. The majority of men replaced at equal wages received between 
$12 and $15 a week, a wage which is an extremely low wage for men, but 
approaches the average wage paid to women throughout the State and is less 
than it costs a woman supporting no one but herself to live.3 


Of 1,013 women whose output was reported greater than that 
of men they replaced, 10 received 48.8 per cent of the wage paid 
to the men, 750 received 75.4 per cent, 28 received 81.2 per cent, 
etc. ‘In no case does a woman producing more than a man receive 
as much as a man doing the same work in the same plant.” Statistics 
for 767 women producing less than men show that their wages are 
no lower than those of their sisters who produce more. The wage- 
rate of the woman does not vary with her production.* In Minne- 
apolis, of 647 women replacing men, 154, or 23 .6 per cent, received 
equal pay; 342, or 52.8 per cent, received lower pay than the men 
they replaced, and 73, or 11.2 per cent, higher pay.’ 

Employers, confronted with an audacious government board 
setting up equal pay as a standard of justice, and by a public 
opinion less and less disposed to question either the logic or the 
ethics of equal pay, found themselves in a position where they had 

* National Industrial Conference Board, op. cit., pp. 8-29. The data are of doubt- 
ful value. 

2Mann, Women Workers in Factories, p. 16. 

3 New York State Industrial Commission, The Industrial Replacement of Men 
by Women, p. 23. 

4 Ibid., pp. 28, 29. 

s Woman’s Occupational Bureau, War-time Replacement in the City of Minneapolis, 
April, 1919, pp. 12-14. 




















WAR-TIME INDUSTRIAL EMPLOYMENT OF WOMEN 661 


either to equalize the wages of men and women performing sub- 
stantially the same work, openly ignore the trend of opinion, or 
seek plausible excuses. Apparently a great proportion of firms 
preferred the second alternative. In general, where any justifica- 
tion has been offered, the contention has been that even though 
women’s production might equal or excel that of men, changes in 
machinery, in routing, in amount of assistance and supervision 
necessary, so increased production costs that wage reduction was 
necessary. In so far as women’s work does fall short of men’s, 
or as the changes necessitated are really significant, such contentions 
stand, fair and legitimate. But unbiased workers in the field— 
government examiners, etc.—reply with the following arguments: 
(1) Very few changes of equipment have been actually made in 
this country, and those were minor and inexpensive. (2) Where 
more expensive changes have been made, they are such improve- 
ments as a progressive and farsighted manufacturer would make 
under any circumstances, and represent a net economy through 
the more effective utilization of machinery. (3) The same holds 
true in regard to the employment of helpers to lift heavy weights. 
There is no saving in permitting skilled or semiskilled workers 
to perform what common labor is perfectly capable of doing. 
(4) The need of supervision is no greater than if an equal number 
of untrained men were taken on. It is unfair to make the com- 
parison between skilled mechanics and inexperienced workers and 
charge the difference up against sex. 

Several government agencies have more or less consistently 
upheld the principle of equal pay for equal work. The Depart- 
ment of Labor, through the Women in Industry Service, is com- 
mitted to the following ruling: 

Women doing the same work as men shall receive the same 
wages, with such proportionate increases as the men are receiving 
in the same industry. Slight changes made in the process or in 
the arrangement of work should not be regarded as justifying a 
lower wage for a woman than for a man unless statistics of produc- 
tion show that the output for the job in question is less when women 
are employed than when men are employed. If a difference in 
output is demonstrated the difference in the wage-rate should be 
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based upon the difference in production for the job as a whole and 
not determined arbitrarily.’ 

The National War Labor Board recognized the necessity of 
meeting the problem with a carefully formulated policy. In its 
original statement of principles it embodied the following sweeping 
provision: 

If it shall become necessary to employ women on work ordi- 
narily performed by men, they must be allowed equal pay for 
equal work and must not be allotted tasks disproportionate to their 
strength. There are three reasons for the first part of this provi- 
sion: First, justice requires that payment be made according to 
service; second, the evidence shows that the woman who is being 
drawn into industry because of the war is in a large proportion of 
cases actually taking the place of some man in the support or partial 
support of the family, and a decrease in her wages means a decrease 
in the family’s standard of living; third, it is not economically 
sound or socially desirable that women should be brought into 
industry at a faster rate or in greater numbers than the needs of 
production actually demand, and the only effective check is to 
make it no more profitable to employ women than men.? 

The claim of abstract justice seems to offer little room for ques- 
tion. The second reason, however, that women must provide for 
dependents, represents a newer idea, and one more likely to be 
contested.3 

The final reason adduced, the check on induction of woman 
into industry, has apparently not received much consideration 
by those men workers who oppose the equal wage. Not only is 
the equal wage a stabilizing force, but also it is the only certain 
means, in many industries, of preventing the employment of a 
lower-paid group, the women, to the exclusion of the men. 


* Standards Governing Employment of Women in Industry, p. 4. 

2 Monthly Labor Review, November, 1918, p. 183. 

3 The Women in Industry Service included a provision based upon this idea in 
its “Standards’’: 

“The minimum wage rate (for women) should cover the cost of living for 
dependents and not merely for the individual.” It is probable that this is the sub- 
stance of things hoped for rather than anything the Director of the Service expects 


to see soon put in practice. 
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The War Labor Board in general set the minimum wage for 
men at 40 or 42 cents an hour.’ 

Notwithstanding the fact that this minimum was based on a 
physical subsistence level and was estimated to come far short of 
giving any meaning to the “comfort”’ part of the Board’s principle, 
the Board made several awards setting a still lower minimum for 
women—usually 30 or 32 cents an hour.? This was done, it is 
explained, ‘‘partly to avoid too great a disturbance within the 
industry, and partly because the women referred to were doing a 
lower grade of work than any of the men.” This second reason 
was logical enough from the standpoint of equal pay for equal 
work, but entirely illogical from the standpoint of a living wage, 
the principle of which, if it means anything, should mean that the 
worker is entitled to a living wage no matter how low the grade of 
calling she may be engaged in. In its award in the case of the Corn 
Products Refining Company (Docket No. 130) the Board reached 
a more logical basis for fixing minimum wages: 


Instead of recognizing the old standard that women should be paid a 
lower minimum than men for work not usually done by men, the Board defi- 
nitely takes the position that wages should be fixed solely on the basis of the 
difficulty of the work required to be performed and the degree of responsi- 
bility which workers are expected to assume. 


Could this principle, along with Miss Van Kleeck’s dictum that 
the cost of living of dependents should be included in the wages of 
women, be applied in practice, the great battle for economic justice 
to women in industry would be won, at the same time that men 
workers’ fear of cut-throat competition would be removed. 


* Acting on the advice of Professor W. F. Ogburn, employed as a cost of living 
expert to the Board, Mr. Frank Walsh, before resigning the joint chairmanship in 
November, 1918, offered a resolution that the minimum wage for all unskilled male 
adult labor be placed at 72} cents an hour—the level designated by Professor Ogburn 
as necessary if the Board’s principle as to maintenance of the worker and his family 
in health and reasonable comfort were to be lived up to. The Board voted the resolu- 
tion down. (See John A. Fitch, “The War Labor Board,” Survey, May 3, 1919, 
PP. 192-95.) 

2 Cf. “Federal Policy in the Employment of Women,” Monthly Labor Review, 
November, 1918, p. 185. 


3 Monthly Labor Review, January, 1919, p. 31. 
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The Railroad Administration has been remarkably consistent 
in upholding the principle of equal pay for equal work.‘ Women 
were first engaged on the railroads in the summer of 1918, before 
government control began. They were hired because they could 
be had for less than men. Women were hired for common labor 
at 20 to 22 cents an hour, when men were being paid 28 to 30 cents 
for the same kind of work.?, The Railroad Administration put an 
end to this exploitation in General Order No. 27, which prescribed 
that the pay of women “where they do the same class of work as 
men, shall be the same as that of men.’ 

Though the government may issue “Standards” and “Prin- 
ciples’’ and even legislate, its greatest contribution necessarily has 
been, and will be, the development of a strong and enlightened public 
opinion in a matter in which tradition, custom, pecuniary interest, 
and sex prejudice all conspire to produce a conservative adhesion to 
injustice and to make evasion of the new standards easy. The very 
fact that we have thus far failed to secure scientifically accurate 
studies of the relative output of men and women will make for 
continued evasion, because of the ease with which unscrupulous 
employers can misrepresent women’s efficiency. Changing a job 
slightly is a simple and common subterfuge; and others are fre- 
quently practiced. Where, as in England, there is a widespread 
change in manufacturing processes, through the splitting up and 
morcellement of jobs, the principle of equal pay will have still greater 
difficulty of practical application. 

Altitude of men.—Some of the most difficult problems have 
arisen as an immediate result of the attitude assumed by the men 
workers toward women. Individual workers, at least where jobs 
were plentiful, have been less antagonistic than has organized labor. 
In fact, during the war a surprising degree of harmony has been 
reported in many quarters. Especially has this been true where 
men have been graded up and not made to feel that they were being 

* The Shipping Board also adopted the principle in theory but had little occasion 
to test it in practice. 

2 Goldmark, ‘‘Women in the Railroad Service,” Proceedings of the Academy of 
Political Science in the City of New York, February, 1919, p. 18. 

3 Annual Report of the Director General, preliminary edition of chapter on labor, 
IQ1Q, Pp. 10. 
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crowded out of their jobs by women. As the labor demand falls 
off and the supply increases, a more definite opposition to women is 
to be expected. 

Where men have been organized, opposition has been a more 
frequent, though by no means customary, state of affairs. 

The antagonism has been most strikingly exemplified in the 
case of the Cleveland street-car workers. In this case women were 
admitted to service on the lines with no arrangement, at least 
so far as they understood, that this was an emergency measure. 
The men in the company’s employ objected on the ground that the 
labor shortage did not justify the introduction of women, and agreed 
with the company to submit their objections to the National War 
Labor Board. In order the more vigorously to press their point 
the men struck, and the mayor of Cleveland brought pressure to 
bear on the mediating body. Although the only point submitted 
was the urgency of the company’s labor needs, the Board decided 
not only that the labor scarcity was not sufficient to merit the intro- 
duction, but also that the women should be dismissed January 1, 
1919. As a matter of fact, the company was unable to secure 
enough men of the proper caliber, and after meeting for con- 
sultation with the city council and the street-car men’s union, 
brought about an agreement permitting women to remain at work 
until March 1. 

About 150 women were employed by the company. In all the 
earlier proceedings they had no voice, but, backed vigorously by 
women’s organizations throughout the country, they caused the 
case to be resubmitted to the War Labor Board. The Board, 
however, was slow in acting, and March 1 had rolled around and 
the women had been discharged before the Board, on March 17, 
handed down its award, stating that an injustice had been done 
the women and directing that the “sixty-four women heretofore 
discharged by the company be reinstated to their employment.” 
The company refused to do so, however, on the ground that it 
could not risk another strike. 

The original decision was made in the absence of both Mr. Taft 
and Mr. Walsh. It is an illuminating illustration of the influence 
of special interest. The representatives of organized labor on the 
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Board voted for the dismissal of the women in the face of the stated 
principles of the Board, and of the facts that the street-car union 
in Cleveland would not admit the women to membership, and that 
the women had no one to represent them either on or before the 
Board. It is illustrative of the fact also that the rights of women 
are always in jeopardy unless women have adequate representa- 
tion. The War Labor Board had no woman member." 

A case similar to that in Cleveland, except that the women had 
been granted permits by the union, arose in Detroit. The War 
Labor Board in this case decided that the women already employed 
as conductors in Detroit should be retained, that those who had 
prepared themselves for the work should be received into the service, 
but that thereafter no more women should be employed.” 

That these street-car cases do not represent the whole trend 
of union thought is evidenced by the Pacific Coast telephone 
dispute, adjusted through the President’s Mediation Commission 
in 1917. In this dispute, involving 3,200 men and 9,000 girl 
operators, “the recognition of the girls’ union became the burning 
issue.’”’ The men, thoroughly organized, and for the time being 
in a favorable position because of the extraordinary demand for 
electricians, made the recognition of the girls’ union their con- 
trolling principle. The spectacular strike of the New England 
telephone girls in April, 1919, and their support by the 12,000 
“inside” men for the preservation of the principle of collective 
bargaining, is another conspicuous example both of the ability of 
even young girls to effect unified action and of the support which 
may be looked for from the more intelligent men’s unions.‘ Per- 
haps also it is an indication that a feeling of solidarity is crossing 
sex lines and deepening itself in a class hitherto supposedly lacking 
in it—the women. 

Resolutions passed at several state labor conventions in the 
first half of 1919 also indicate that organized labor, theoretically 


*For a history of the case see Monthly Labor Review, January, 1919, pp. 224-39, 
and May, 1919, pp. 230-32. 

2 Survey, March 1, 1919, p. 801. 

3 Secretary of Labor, Sixth Annual Report, 1918, p. 18. 

4 Withington, ‘The Telephone Strike,” Survey, April 26, r919, p. 146. 
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at least, sees the logic of a square deal for women in opportunity 
for employment at equal pay for equal work. The practical absence 
of immigration will for a time reduce the pressure to drive women 
out of their new positions, but the development of a surplus labor 
supply would bring the issue to a head. The unions will either 
accede to the ousting of the women or insist upon their organization. 
In the latter event the principle of equal pay will be rendered, 
perforce, something more than lip service on the part of organized 
labor in general. 

The future.—It is too soon to say what or how much effect the 
war will have had on the status of women in industry. The changes 
abroad will no doubt be profound, but in this country, where, as we 
have seen, the number of women brought into industry by war 
demand was not great, it would be easy to overestimate both the 
new economic opportunities opened to women and the change in 
public sentiment with regard to woman’s “proper sphere.” It 
is difficult, for instance, to estimate the degree of real sincerity 
in the conventional encomiums on woman’s war work. The various 
uniformed corps of society women and the bloomered munitions 
worker have had a somewhat romantic appeal to the public mind; 
but just how much this appeal will have accomplished toward 
securing equal opportunity and a square deal for working women 
is a matter of doubt. “It is quite absurd,” says one speaker, “‘to 
expect women who have made the astounding discovery that they 
can actually work at a wage of $20 to $40 a week gracefully to 
return to paper-box or laundry trades or department stores for 
$7, $8, or $12 a week.’* It might be difficult to find many women 
who have made such a fortunate change of employment, but even 
if their number were legion there is no guaranty that they may 
not have to go back to essentially the old conditions. The idea 
that the war will bring about automatic transformations in employ- 
“ment and permanent wage scales will not bear analysis. 

If women are to make good the war’s promise of a new and 
higher industrial status, they will have to make themselves as 
valuable to the employer as the available men. More than that, 


* Mary E. Drier, in Proceedings of the Academy of Political Science in theCity of 
New York, February, 1919, p. 6. 
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they will have to convince the employer that they are as valuable. 
And still more, they will have to convince him that they know their 
value and intend to be paid for it. This means that they will 
have to fight down the age-old tradition, so deeply inrooted in 
the male mind, that women should not be paid more than two- 
thirds the rate for men, even for equal or superior work. 

No amount of legislation will do this. Nor will too constant 
reiteration that women must be regarded primarily as women— 
the biological vessel for the perpetuation of the race. Some special 
standards for their employment must doubtless be enforced, in 
the interest both of efficiency and health, but in the long run it 
will probably be found that regulations conducive to the health 
and efficiency of women would do no harm to either if applied to 
men aswell. The one big exception to this generalization, if women 
are to become industrial workers on a plane of efficiency and experi- 
ence—based on length of service—comparable to that of men, is 
the necessity that women be granted maternity leave. The fight 
first staged with the New York City school board will have to be 
fought over again throughout the industrial field. 

To put teeth into the equal-pay-for-equal-work principle, 
women will have to secure industrial training. Does the move- 
ment for factory vestibule schools hold out hope of this? Does 
the distribution of federal funds under the Smith-Hughes Act 
indicate that vocational educators will take cognizance of women’s 
need of industrial—as well as home-economics—training? We 
cannot say. But we have a legitimate doubt. Furthermore, 
women will have to learn to organize and to stay organized, with 
or without the help of the men. It is questionable how much aid 
they can look for from the old unions in the American Federation 
of Labor, except to the extent that attempts to use women to break 
down men’s wages arouse the unions to a greater sense of labor 
solidarity. Even if industrial unionism gains the field, women will 
still need their own organizations. To this end a heavy responsi- 
bility as well as a magnificent opportunity rests upon organiza- 
tions like the Women’s Trade Union League. Moreover women 
must have adequate representation on all labor-adjustment boards, 
federal or other, and upon all works committees and industrial 
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councils which shall be formed in plants or industries employing 
women. 

Neither training nor organization, however, will accomplish 
equal pay for equal work if immigration bars are let down. For 
a few years, indeed, women, as well as men, will be comparatively 
free of the depressive influence of immigrant competition; they 
should make the most of this opportunity to put reality into the 
notion of a living wage and to abolish the subsidization of the 
consumer by the worker. To the end of protecting wage and work 
standards from cut-throat immigrant competition, the ballot will 
be a useful weapon in women’s hands, but it will have to be used 
with knowledge and understanding of hard facts and not with too 
much feminine sensitiveness as to the incidental hardships involved 
in immigration restriction or exclusion. The ballot, however, will 
prove ineffective in the absence of organization and without the 
development Of a unified social and industrial consciousness in 
the woman population as a whole. In brief, the future industrial 
position of women depends little upon the direct industrial changes 
occasioned by the war; much upon the outflow of rational and 
moral currents which will constitute the deeper part of economic 
reconstruction. 


A. B. WoLFe 
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AMERICAN TRADE UNIONISM AND THE STANDARDI- 
ZATION OF WAGES DURING THE WAR 


I 


At the outbreak of the war between the United States and Ger- 
many the dominance of the American Federation of Labor in the 
organized American labor movement was more complete than at 
any previous time. From the formation of the Federation there 
have always been some national unions which although accepting 
the general principles of the Federation have held aloof because 
they feared to endanger their independence. In recent years 
this apprehension has been largely dissipated, and a number of 
hitherto unaffiliated unions have entered the Federation. In 
1916 the Bricklayers and Masons, one of the most powerful of 
the unattached unions, came into membership. The adhesion of 
the Bricklayers was important, not only by reason of the very con- 
siderable numbers involved, but primarily on account of the strong 
strategic position which the union holds in the building-trades 
group. During the struggle by the railroad unions for the eight- 
hour day in 1916 sympathetic support was given by the Federation, 
and the relations of the American Federation of Labor and of the 
four railroad brotherhoods became closer than before.’ 

Even more important in establishing the leadership of the 
Federation has been the complete breakdown of the opposition 
movement in American trade unionism led by the Industrial 
Workers of the World and its predecessor, the American Labor 


t In commenting on the fact that the chiefs of the railroad brotherhoods addressed 
the Baltimore Convention (1916) of the Federation, the American Federationist for 
January, 1917, said: “All during the contests in which the brotherhoods have been 
engaged they have had the support and close co-operation of the A.F. of L. For years 
their legislative committeemen have co-operated with the legislative committee of 
thee AP. cok L..... This spirit is gradually permeating the rank and file of the 
brotherhoods and it may be expected that they will come to see that the workers in 
every trade must unite to present a united front in maintaining the fundamental 
principles of industrial freedom.” In June, 1918, the Locomotive Engineers voted 
to affiliate with the Federation, and it appears likely that the separatist policy hitherto 
followed by the brotherhoods will be abandoned. 
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Union. In 1913 a careful investigator wrote of an organization 
which two years earlier had excited the strongest belief that it 
threatened the prestige of the American Federation of Labor: 
“Viewing the situation in any reasonable light, therefore, we find 
it difficult to escape the conclusion that the Industrial Workers 
of the World as a positive social factor is more an object of pathetic 
interest than of fear.’” 

Moreover, within the Federation the dominant group—the 
pure trade-union, non-socialistic and non-state interventionist 
group—had made its control complete and pervasive. When the 
war came, therefore, the American trade-union movement possessed 
unity, coherence, and recognized leadership beyond that of any 
preceding period. The voice of President Gompers and the execu- 
tive council of the Federation was in a real sense the voice of the 
American trade-union movement. 

Even before war was actually declared the executive council 
proceeded to exercise leadership. On February 28, 1917, President 
Gompers suggested in a letter to the executive council that a con- 
ference should be called for the purpose of ‘‘formulating a definite 
constructive policy” and of agreeing upon the “fundamental 
principles which Labor will accept in national defense and in which 
it will co-operate.”? The conference was held on March g and was 
attended by the representatives of seventy-nine international 
unions, including the four railway brotherhoods. The declaration 
adopted by the conference contained two principles of the utmost 
importance in the future relations of American trade unionism to 
governmental wage policies: 

In the first place, it was urged that the trade-union movement 
should be recognized by the government as representing the 
interests of labor. ‘‘Whether planning for peace or war the govern- 
ment must recognize the organized labor movement as the agency 
through which it must co-operate with wage-earners.”’ To make 
this recognition effective, the labor movement must have repre- 
sentatives in the ‘“‘councils authorized to deal with the conduct 
of war.” 


™R. F. Hoxie, Trade Unionism in the United States, p. 155. 


2 American Federationist, 1917, p. 270. 
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“Organized labor should have representation on all agencies determining 
and administering policies for national defense.” ‘The same voluntary insti- 
tutions that organized industrial, commercial and transportation workers in 
time of peace will best take care of the same problems in time of war... . . 
Service in government factories and private establishments, in transportation 
agencies, all should conform to trade-union standards.” 

Second, the wage-earners, as far as possible, should be protected 
against exploitation: 

We hold that if workers may be asked in time of national peril or emergency 
to give more exhausting service than the principles of human welfare warrant, 
that service should be asked only when accompanied by increased guaranties 
and safeguards. .... 

The guaranties of human conservation should be recognized in war as well 
as in peace. Wherever changes in the organization of industry are necessary 
upon a war basis, they should be made in accord with plans agreed upon by 
representatives of the government and those engaged and employed in the 
industry.? 

II 

The resolutions of the March conference naturally were 
expressed in highly general terms, but an occasion for specific 
definition soon presented itself. The declaration of war was 
signalized by numerous attempts to enact legislation which would 
have radically affected existing standards. The laws limiting the 
hours of work of women, the child-labor laws, and practically all 
other forms of protective labor legislation were attacked on the 
ground that patriotism demanded the repeal of every restriction 
on the complete utilization of the country’s labor power. On 
April 6, 1917, the Council of National Defense issued a “‘ Declara- 
tion’’ which had been adopted by the executive committee of the 
Committee on Labor and approved by the Advisory Commission 
and by the Council. The Declaration was designed primariiy 
to prevent hasty and unwise changes in legislatively established 
labor standards. It urged on the legislatures of the states the 
duty of “rigorously maintaining” the existing safeguards. It 
contained also the following paragraph: 

The Council of National Defense should issue a statement to employers 
and employees in our industrial plants and transportation systems advising 


* American Federationist, 1917, pp. 278, 279. 














TRADE UNIONISM AND STANDARDIZATION OF WAGES 673 


that neither employers nor employees shall endeavor to take advantage of 
the country’s necessities to change existing standards. When economic or 
other emergencies arise requiring changes of standards the same should be 
made only after such proposed changes have been investigated and approved 
by the Council of National Defense.' 


This section of the Declaration was interpreted generally by 
the newspapers as a covenant between laborers and employers 
that during the period of the war there should be no strikes nor 
lockouts. In certain quarters President Gompers, who was chair- 
man of the Committee on Labor of the Advisory Commission of 
the Council of National Defense, was severely criticized for having 
surrendered the ‘indispensable right of labor to strike.”’ It soon 
became clear, however, that this interpretation of the Declaration 
was not approved by the leaders of the Federation. The Council 
of National Defense some days later issued an ‘‘amplifying state- 
ment”’ with the intention of clearing up the uncertainty. Besides 
a more detailed pronouncement against changes in standards 
established by legal enactment, the amplifying statement contained 
the following passages concerning changes in standards brought 
about by action of workmen or of employers: 


There have been established by legislation, by mutual agreement between 
employers or employees, or by custom certain standards constituting a day’s 
WHS cars It is the judgment of the Council... . that employers and 
employees in private industries should not attempt to take advantage of the 
existing abnormal conditions to change the standards which they were unable 
to change under normal conditions. 

The one other standard that the Council had in mind was the standard 
of living. It recognizes that the standard of living is indefinite and difficult 
to determine, because it is in a measure dependent upon the purchasing power 
of wages. It believes, however, that no arbitrary change in wages should be 
sought at this time either by employers or employees through the process 
of strikes or lockouts without at least giving the established agencies, including 
those of the several States and the Government, and of the mediation board 
in the transportation service and the Division of Conciliation of the Depart- 
ment of Labor in other industries, an opportunity to adjust the difficulties 
without a stoppage of work occurring. , 


* For the complete text of the Declaration and of the amplifying statement see 
the First Annual Report of the Council of National Defense, 1917, pp. 76, 77. 
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In the July, 1917, number of the American Federationist Presi- 
dent Gompers set forth his understanding of the meaning of the 
Declaration as follows:' 


A strike is not resorted to lightly, but as a last resort. If the workers are 
met with the same spirit of co-operation that they have manifested, strikes 
may be averted—but they cannot be prohibited. The workers will continue 
to endeavor to prevent interruption of industry by every honorable means. 
They will obviate any unnecessary cessation of work—strike—but they must 
insist that their physical standards and needs shall be maintained and only 
in times of direct necessity shall standards be suspended or deteriorated for 
a moment. 


It is curious that the main question involved—the definition 
of “existing standards’—treceived no attention. Interest was 
centered at the time upon the avoidance of strikes and the terms 
on which they were to be avoided were not discussed. The follow- 
ing statement by President O’Connell of the Metal Trades Depart- 
ment, who was a member of the executive committee of the 
Committee on Labor of the Advisory Commission of the Council, 
illustrates the prevalent attitude of those who spoke for the unions: 


The only intention of the Executive Committee was to avoid if possible 
the employers taking unfair advantage of the war situation by lowering the 
standards of employment, thereby lessening the present standard of living 
and falsely holding out to the workmen that it was necessary to operate their 
plants longer hours under greater strain and with less care to safety, sanitation 
and the ordinary precautions of in every way protecting the workers, and also 
that the organizations of labor would not ruthlessly or unnecessarily violate 
their contracts or make exorbitant demands upon their employers simply 
because they had secured war contracts.? 


The issue was more clearly defined when later in the year, 
under date of September 6, 1917, the National Industrial Confer- 


* Substantially the same view was taken by other leaders of the Federation. In 
the May, 1917, number of the Machinists’ Monthly Journal, for instance, in an editorial 
entitled “‘In Justice to Mr. Gompers” the following passage occurs: “‘We are not 
asked to cease our efforts to better conditions, but are simply requested not to take 
extreme measures until an opportunity is afforded the Government agencies to effect 
an adjustment, if possible.” In his report to the Metal Trades Department in Novem- 
ber, 1917, President James O’Connell said: “‘We maintain that organized labor is 
in the same position now that it has always been in and that its functions of organizing 
workmen, increasing their pay, reducing their hours of labor, or improving their con- 
ditions of employment has not in any way been interfered with, nor can it be inter- 
fered with, by any declaration from the Council of National Defense.” (Proceedings, 
Metal Trades Department, 1917, p. 13.) 


2 Machinists’ Monthly Journal, 1917, p. 433. 
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ence Board, the central organization of American employers, in 
a letter to the Council of National Defense set forth as a basis 
for industrial peace a proposed interpretation of the “existing 
standards” principle. As applied to wages this principle was to 
be construed as meaning that wage demands were to be “tested 
by the prevailing local standard of the establishment in effect at 
the beginning of the war with such modification as may be shown 
to be necessary to meet any demonstrated advance in the cost of 
living.” As to hours, the standards were to be those “established 
by statute or prevailing in the establishment at the beginning of 
the war, subject to change only when in the opinion of the Council 
of National Defense it is necessary to meet the requirements of 
the Government.’* Finally, employers were not to attempt to 
break down union shops, nor employees to convert non-union 
into union shops. A federal board for the adjustment of disputes 
was to be created whose decisions were to be binding. 

The acceptance of this interpretation would have meant the 
maintenance of the status quo in every industrial plant. Each 
establishment would have emerged from the war with exactly 
the same hours of labor and other working conditions and with 
the same relative wage rates as it had at the beginning. Reply- 
ing to this proposal through the columns of the American Federa- 
tionist, President Gompers said: 

The N.I.C.B., as well as the rest of us, well know that life must go either 
backward or forward; it cannot stand still. While proposing stagnation during 
the period of the war, during the time when all social and economic forces are 
fluid and may crystallize into the form they will take for decades to come, they 
propose that existing conditions, in accord with old concepts in the practices 


of exploitation, shall be fastened upon the working people, like shackles, during 
the period of the war—and thereafter? 


III 


Even before the September proposal of the National Indus- 
trial Conference Board was made the unions, in a series of agree- 
ments for the establishment of various governmental agencies, had 


* Statement of the National Industrial Conference Board, Presented at Washington, 
D.C., September 6, 1917, pp. 6, 7. 
2 American Federationist, 1917, p. 856. 
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already begun to indicate the chief element in their wage policy. 
The most immediate relation of the government to the labor prob- 
lem in the early months of the war was in construction work. The 
building of the camps was done through contractors, but was under 
such complete control by the government as to make it highly 
similar to direct government work in navy yards and arsenals. 
It was natural, therefore, that when the need for some principle 
of wage adjustment presented itself, the methods heretofore used 
by the government in setting wages and conditions in arsenals and 
navy yards should be employed. The practice in these establish- 
ments had been to ascertain the prevailing rates in neighboring 
cities and to fix a rate fairly equivalent. 

On June 19, 1917, Secretary Baker and President Gompers 
signed an agreement for the adjustment and control of hours, 
wages, and conditions of labor in the construction of cantonments.' 
The Cantonment Adjustment Commission which was to be formed 
under this agreement was to take as “‘basic standards with refer- 
ence to each cantonment . . . . the union scale of wages, hours 
and conditions in force June 1, 1917, in the locality where such 
cantonment is situated.’’ In one particular these ‘“‘basic stand- 
ards’’ differed from the customary standards in navy yards and 
arsenals—the union scales were to be taken and not prevailing 
rates. Also the working hours were not as in the arsenals and 
navy yards to be those fixed by congressional enactment, but those 
agreed upon by the unions and the employers. By a supple- 
mentary agreement signed in July by Secretary Baker and Presi- 
dent Gompers it was provided that the terms of the original 
agreement were to be extended to embrace any other construc- 
tion work carried on by the War Department. The same arrange- 
ment was made in August with the Secretary of the Navy. The 
name of the commission was later changed to that of Emergency 

* For the complete text of the agreement see Louis B. Wehle, “The Adjustment 
of the Labor Disputes Incident to Production for War in the United States,” in Quar- 
terly Journal of Economics, XXXII, 133. It is interesting to observe in view of later 
developments that at the very time when the “prevailing local rate’? method was 
being introduced as the leading principle in the determination of wages in the con- 
struction of the cantonments its abandonment in favor of a nationally determined 


scale was being brought about in the navy yards. See Proceedings, Metal Trades 
Depariment, 1917, p. 7. 
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Construction Adjustment Commission, but the principles on which 
it based its decisions remained the same. 

In the Longshoremen’s Agreement, signed in August, 1917, 
it was specifically stated that union scales of wages, hours, and 
conditions in force August 1, 1917, were to be taken as basic stand- 
ards. The point of significance, in the present connection, is 
that in both the Cantonment and the Longshoremen’s Agreements 
the union rates for the locality were adopted as “basic standards.” 
The standards of individual establishments and employees were 
disregarded. Since the union rates, with some exceptions, were 
higher than the rates in force in non-union establishments, the 
adoption of union standards meant an increase in the wages of a con- 
siderable part of the workmen employed by non-union employers. 

The first agreement for the adjustment of wages and condi- 
tions in the shipyards, signed August 20, 1917, differed radically 
from the Cantonment and the Longshoremen’s Agreements. The 
“basic standards” to be used “with reference to each plant where 
such construction is being carried on” were to be “‘such scales of 
wages and hours as were in force in such plant on July 15, 1917, 
and such conditions as obtained on said date in such plant.” 
A second agreement, however, was signed in December, 1917, 
which entirely superseded the first. In the new agreement it was 
provided: 

As basic standards where such construction is being carried on, the Board 
shall use the wage rate prevailing in the district in which such plant or plants 
are located, provided such wage rates have been established through agree- 
ments with employer and employees and are admitted to be equitable... . . 
Where no such agreements exist . . . . the Board shall have the right to put 
into effect the rates which were awarded after due investigation and determina- 
tion in other districts in which living conditions and the cost of living are the 
same.? 

The essential difference between the two agreements was that 
the first agreement made the rates in individual plants the basic 


* The text of the first agreement may be found in Louis B. Wehle, “‘The Adjust- 
ment of Labor Disputes Incident to Production for War in the United States,” Quar- 
terly Journal of Economics, XXXII (November, 1917), 137-39. The text of the 
second agreement may be found in Douglas and Wolfe, “‘Labor Administration in the 
Shipbuilding Industry During War Time, I,” in Journal of Political Economy, XXVI 
(March, 1919), 152-54. 
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standards, a provision in exact accord with the proposal of the 
National Industrial Conference Board, while the second agreement 
made the rates “established through agreements” the standards 
for the district. 

In the agreement which established the Harness and Saddlery 
Adjustment Commission, signed in September, 1917, the signatory 
contractors agreed that “non-union labor employed in carrying 
out work to which the United States is a party shall receive the 
same rates of compensation as the members of the United Leather 
Workers’ International Union.” The agreement did not provide 
more explicitly for the standardization of rates, but the first deci- 
sion of the Commission established a uniform national scale for 
skilled mechanics." 

IV 


The opinion of the organized labor movement in favor of the 
adoption of “basic standards”’ which brought up the rates in lower- 
paid establishments as against adjustments which maintained 
establishment differentials crystallized into definite form at the 
convention of the American Federation of Labor in November, 
1917. The convention instructed the Executive Council “to 
continue its good offices in establishing agreements through gov- 
ernmental co-operation to cover the production of war materials 
in other industries,’”? and unanimously adopted the report of the 
Committee on Resolutions which contained among other things the 
following paragraphs dealing with the question of standardization: 

The Committee on Resolutions desires to submit a matter dealing with the 
principles and policies which should be observed by all boards or commissions 
of a government character appointed by the government or otherwise during 
the duration of the war. .... 

In determining what the wage rates should be there are several vital 
factors to be considered apart from the increased cost of living. 

The existing wage rate in an establishment should first be considered as 
to its equity: 

Was it established as a result of joint conference and agreement between the 


employer and his employes, or was it established as a result of the employer’s 
individual conception of what wages should be paid to those in his employ ? 


* Leather Workers’ Journal, I (1917-18), 81. The decision was rendered on 
October 20, 1917. 
2 Proceedings of the American Federation of Labor, 1917, p. 313. 3 Ibid., p. 409. 
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To what degree did the previous wage rate compare with those in estab- 
lishments in the same district where wages have been established through joint 
agreement between the employer and the employee ? 

How did the wage rate adopted through joint agreement in the district 
compare with the wage rates in other districts where joint wage agreement 
existed ? 


Vv 
The adoption by governmental agencies of that form of stand- 
ardization which involved the equalization of wage rates between 
union and non-union establishments was greatly facilitated by 
the conditions existing during the war. The demand for labor 
was so imperious and workmen were drawn from such long distances 
that differences in wages among individual establishments were 
broken down to an extent hitherto unknown. Under such circum- 
stances it is doubtful whether individual establishment differentials 
could have been maintained even if the policy advocated by the 
National Industrial Conference Board had been adopted by 
governmental agencies. ‘The experience of the Shipbuilding 
Labor Adjustment Board is significant in this respect. Although 
created under an agreement which expressly provided that the 
scales of wages and hours in force in each plant should be basic 
standards, the Board established in November, 1917, a uniform 
scale of wages for the Pacific Coast. In its decision the Board 
said: ‘The enticing of workers from one plant to another has had 
a demoralizing effect on the production of ships. The establish- 
ment of a uniform wage scale for the San Francisco, Columbia 
River and Puget Sound Districts will have a steadying influence.” 
The change made in the Agreement in December, 1917, with respect 
to basic standards was undoubtedly largely due to the recognition 
of the fact that practical considerations made standardization a 
necessity. 
VI 
The second stage in the development of the relations between 
the unions and the governmental agencies began in the spring of 
1918 and was characterized by a notable change in the point of 
view of those responsible for wage policies. Until the latter part 
of 1917 the leading consideration in determining governmental 
labor policy was the fear that labor standards would be lowered by 
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the war. The chief concern at first had been to prevent the exces- 
sive lengthening of working hours, the working of women under 
hurtful conditions, and the use of children in industry. The early 
adjustment boards were established merely as agencies for prevent- 
ing and adjusting disputes. The fixing of wages was a power 
necessarily connected with this function, but not independently 
important. 

By the spring of 1918 the competition of contractors for the 
different government departments had become so keen and the 
resulting losses of labor power so threatening that attention was 
given in increasing measure to devising means of stabilizing labor 
conditions. Through the efforts to solve this problem the adjust- 
ment agencies were gradually forced into a new conception of their 
function; wage-fixing now assumed importance not merely as an 
adjunct to the adjustment and prevention of disputes but primarily 
as one of the means of obviating the hurtful consequences of the 
competition for labor. The meaning of “standardization” changed 
accordingly. In the earlier period “standardization” meant the 
bringing up of non-union rates to the level of union rates; the area 
which was taken as the unit of standardization might be large or 
small provided it was the area covered by the existing union rate. 
But “standardization”? as a measure to check the hurtful con- 
sequences of competition was an entirely different concept; it 
involved the equalization of rates over areas which were wider 
than the existing union-rate areas and between classes of workers 
which had different union rates. 

The theory which was slowly and only partially translated 
into action may be roughly sketched as follows: The standardiza- 
tion of wages in each war industry over wider areas would obviate 
the movement of laborers from one place to another within that 
industry. The standardization of wages among the war industries 
for the same classes of workers would prevent the movement of 
men from one of these industries to another. Finally, to prevent 
the breaking down of the scheme by the competition of indi- 
vidual employers, wage rates should be made maximum rates and 
employers should be forbidden to pay more than the specified rates. 
It was argued that through these measures the labor turnover 
which had reached enormous proportions would be greatly lessened. 
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Although the excessive turnover and the consequent loss of 
labor power were urged as the chief argument for the program of 
standardization, a more fundamental question also presented itself. 
In some trades wages had risen more rapidly than the cost of living. 
This had come about largely through the competition of employers 
for a particular class of labor. With the rapidly increasing demand 
for labor there was reason to apprehend that purely competitive 
forces unless unchecked would bring about the same condition for 
labor in general. From the beginning of the war it had been an 
accepted doctrine of wage adjustment that wages should be raised 
equally with the increase in the cost of living. In the pronounce- 
ments of the Council of Defense in April, in the September 
proposals of the National Industrial Conference Board, in the resolu- 
tions of the American Federation of Labor in December, and, finally, 
in the Memorandum under which the Shipbuilding Labor Adjust- 
ment Board was established, this principle was explicitly or impli- 
citly recognized. In the principles which the National War Labor 
Board had adopted it had been laid down as an additional formula 
that all wage-earners should receive a living wage. The applica- 
tion of the principle of the living wage involved an increase in the 
wages of some wage-earners greater than the increase in the cost of 
living. But a general increase in real wages and in particular an 
increase in the real wages of those sections of the working popula- 
tion which already were receiving more than a living wage was 
regarded with apprehension. 

It is a serious question whether with drastic wage regulation 
effective only in the war industries it would have been possible 
to recruit sufficient labor for these industries against the bidding 
of the non-war industries. Probably a far more radical use of the 
powers of the War Industries Board and of the Capital Issues Com- 
mittee would have been ultimately called for in order to discourage 
non-war uses of labor.‘ But one step would have been taken in 


* If the war had continued, it would probably have been necessary to make the 
question of priority turn more largely on the use of labor. The criteria of priority 
which governed the War Industries Board were materials, coal, and transportation. 
But there are many industries whose demands on the national resources are chiefly 
in terms of labor. Except for the rules of the Provost Marshal’s office, the use of 
labcr was not directly made the criterion of priority until the summer of 1918, when 
the central recruiting of labor was ordered. 
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the solution of the problem if the extent and character of the 
shortage of Jabor, hitherto obscured by the competitive bidding 
of employers in war industries, had been made clear by the stand- 
ardization of wages. 

The circumstances which led gradually to the change in labor 
policy described above—the furious competition for labor and the 
great turnover—were noted by two competent first-hand observers 
in February and May, 1918.' The first attempts to secure relief 
from this condition were directed primarily to the opening up of 
new sources of labor supply, the better utilization of labor power 
through the facilitation of the movement of laborers, the addition 
of housing facilities in the congested centers, and the dilution of 
labor. But besides these measures attention was gradually 
centered upon three extensions of the policy of wage standardiza- 
tion: (1) the more complete standardization of wages within 
the several war industries, (2) the creation of some agency which 
would standardize rates among these industries, and (3) the fixation 
of maximum rates. 


I. STANDARDIZATION OF WAGES WITHIN THE SEVERAL 
WAR INDUSTRIES 

The tendency to more complete standardization within the 
several war industries manifested itself in several movements which 
may be distinguished as follows: (a) the widening of the area of 
standardization, (b) the standardization of the wages of classes of 
employees hitherto left to individual bargaining, (c) the establish- 
ment of governmental agencies in industries or trades which had 
not been covered. 

a) As has been noted above, the first wage rates fixed by the 
adjustment boards, with the single exception of the rates established 
by the Harness and Saddlery Adjustment Commission, were either 
local or district rates. ‘The successive decisions of the Shipbuilding 
Labor Adjustment Board show the gradual increase in the areas 
over which identical rates were applied. In the last wage scale 


See L. C. Marshall, “The War Labor Program and Its Administration,’’ in 
Journal of Political Economy, May, 1918, pp. 428-30, and Louis B. Wehle, ‘‘ Labor 
Problems in the United States during the War,” in Quarterly Journal of Economics, 
February, 1918, pp. 351-52. 
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formulated by the Board the following passage epitomizes the causes 
which influenced the Board in taking this course:* 


The principal characteristic of the following decision for Pacific Coast 
shipyards, and the decision we are issuing simultaneously for Atlantic Coast, 
Gulf and Great Lakes shipyards, is that they establish uniform national rates 
for practically all of the skilled trades. We have adopted these uniform 
national rates because experience has convinced us that by this means only 
can we put a stop to that shifting of employees from yard to yard and district 
to district, which continues to be a chief obstacle to efficient ship production. 
Added arguments for uniform national rates are that citizens working for the 
Government—and work on ships is now essentially Government work—feel 
that they should all be treated alike; that there are no longer any marked 
differences in the cost of living between different sections; and that the Federal 
Employment Service, rather than divergent wage rates with their unsettling 
tendencies, should henceforth be relied upon to effect whatever shifting of 
wage-earners is necessary to the carrying out of the war program. It is a 
special gratification to us ti.at this change, which we believe to be in the national 
interest, was unanimously requested by the international and local representa- 
tives of the shipbuilding crafts, who came before us in the hearings which pre- 
ceded this adjustment. 


Similarly, the need for some amendment of the system of wage 
regulation in force in the building trades gradually became apparent. 
Under the Cantonment Agreement, as has been noted above, the 
wages of building-trades mechanics engaged in construction on 
government projects were fixed by taking local union rates as 
standards. But this plan was by no means satisfactory. In the 
first place, it was difficult, on account of the almost complete cessa- 
tion of private construction, to determine the local union rates.” 
Secondly, the rates for construction work fixed on a local basis 
differed in many places from the district rates for the same classes 
of mechanics set by the Shipbuilding Labor Adjustment Board. 

* Decision as to Wages, Hours and Other Conditions in Pacific Coast Shipyards, 
October 1, 1918, p. I. 


2In the Carpenter for November, 1918, President Hutcheson of the Carpenters 
said: “The system of the Government officials is that in a locality where our members 
make a request for an increased wage it would be necessary that we show that the 
majority of the contractors of that locality had recognized and were paying the ad- 
vanced wage scale before the Government representatives would recommend the 
payment of the advanced wage scale on Government work. This handicaps us to a 
large extent, due to the fact that a greater percentage, if not all of the construction 
work (particularly in some localities), is work being done for the Government.” 
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Various conferences were held in the summer of 1918 by the War 
Labor Policies Board with a view to the formation of a board for 
the standardization of rates in the building trades.t The general 
plan appears to have been to establish rates either national in 
character or uniform over zones of considerable extent. 

b) In several of the industries in which rates were fixed by wage- 
adjusting agencies, it was found necessary to extend the regulation 
of rates to classes of workers not originally included in the awards 
of the boards. Thus the Shipbuilding Labor Adjustment Board 
found it necessary to fix rates in its last awards for draftsmen, 
leading-men, and guards, whose wages previously had been left to 
the play of competitive forces. 

In the harness and saddlery industry, to give another illustra- 
tion, the pressure for the standardization of the wages of additional 
classes of employers was very strong. In the original award of 
October 20, 1917, only the wages of skilled mechanics were fixed. 
It was provided simply that the wages of other employees should 
be advanced proportionately.2 But in October, 1918, a scale 
prescribing specific rates for semiskilled, unskilled, and women 
workers was under favorable consideration. 

c) During the period from June to September, 1917, the chief 
governmental agencies for adjusting the wages of employees in 
the shops and yards of government contractors were established. 
When the railroads were taken over by the government the wages 
of their employees became subject to the orders of the Director of 
the Railroad Administration, and modifications and extensions 
of these orders were made on the recommendation of the Board of 
Railway Wages and Working Conditions. Throughout the war 
wages in the bituminous and anthracite coal fields were fixed 
except in a few sections by agreements between the miners and the 
operators, but after the establishment of the Fuel Administration 
the control exercised was so great as to bring the wages of miners 
for all practical purposes within the category of governmentally 
controlled rates. Despite these great extensions in the control 
of wages, there remained in the summer of 1918 important war 
* Official Bulletin, July 25, 1918, p. 15; Carpenter, November, 1918, p. 26. 

2 Leather Workers’ Journal, 1917, p. 81. 
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industries in which wage rates, except in so far as disputes might 
bring matters within the control of the National War Labor Board, 
were determined purely by competition or by agreements between 
the employers and the unions. The most important of these 
unregulated fields was the manufacture of munitions. There were 
two potent arguments for establishing some system of wage regula- 
tion for this industry. In the first place, the competition among 
the different munition plants was producing its usual consequence, 
an enormous labor turnover. Secondly, the munition plants, the 
shipyards, and the railroads all employed machinists, molders, 
blacksmiths, and sheet-metal workers. It was difficult for the 
Shipbuilding Labor Adjustment Board or the Railroad Admin- 
istration successfully to maintain standardized rates for metal- 
trades mechanics as long as the rates in the munition industry 
remained a welter of local rates determined solely by the exigencies 
of local competition. 

After the establishment of the War Labor Policies Board it 
was planned to establish a board which would standardize rates 
in the metal trades, except in so far as the members of these trades 
were working under jurisdiction of the Shipbuilding Board or the 
Railroad Administration. It is generally understood, although no 
official announcement was made, that the general character of the 
board and even its personnel had been determined at the time of 
the signing of the armistice.‘ It is probable that the full develop- 
ment of the theory of standardization would have involved ulti- 
mately the establishment of a number of boards in addition to 
those in the metal and building trades. 


2. STANDARDIZATION OF RATES AMONG THE WAR INDUSTRIES 


As has already been noted, the original scheme of wage adjust- 
ment as developed in the summer of 1917 was a system of regulation 
by industries and not by trades.2 It very early became appar- 
ent that this plan while possessing administrative advantages had 
one enormous disadvantage. Where two industries, as, for example, 


* International Molders’ Journal, 1918, p. 781. 
?The plans for the metal-trades board and for the building-trades board were 
based on the principle of regulation by trades. 
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the railroads and the shipbuilding industry, both used mechanics 
of the same trade, the rates fixed by different governmental agencies 
were likely to be in conflict, and the result was that dissatisfaction 
and a large turnover resulted. A remedy for this situation became 
increasingly important as the number of industries under govern- 
mental wage regulation increased. In establishing ‘‘The Board 
of Railway Wages and Working Conditions” in May, 1918, the 
Director General of the Railroad Administration made it one of 
the duties of the Board to report on “conditions arising from com- 
petition with employers in other industries.’’ Some weeks before 
the signing of the armistice a committee of the different govern- 
mental agencies, known as the Conference Committee of National 
Adjustment Agencies, was formed and took under consideration 
the formulation of a code of labor standards which it was expected 
would be announced by the government.’ The results of the 
deliberations of this committee were not officially announced, but 
it is understood that the plan included the adoption of a rule that 
no decision affecting a change in standard rates was to be adopted 
by any of the governmental agencies without the consent of the 
Conference Committee. In any event it is certain that if the war 
had continued some form of co-ordination among the governmental 
agencies would have resulted from the sheer necessities of the 
situation. 
3. THE FIXATION OF MAXIMUM RATES 


Trade-union rates are practically always nominally minimum 
rates. In piece-working trades the standard rate is normally 
both a minimum and a maximum rate, but in trades where time 
rates prevail, it is usual for some men in almost every shop on 
account of their superior skill to receive more than the minimum. 
It occasionally happens also that an employer will pay above the 
minimum to all employees of a certain craft in order to attract and 
retain employees above the normal level in skill and intelligence. 

It was found very early in the war that some employers operat- 
ing under scales fixed by governmental agencies in order to attract 
a sufficient supply of workmen were paying all the men or nearly 


*See Henry R. Seager, “Effect of Present Methods on Future Wage Adjust- 
ments,” in Proceedings of the Academy of Political Science, February, 1919, p. 111. 
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all above the rate fixed by the governmental agency. The excess 
payment was frequently not a remuneration for superior skill, but 
was designed to attract the workmen of other employers engaged 
in the same industry or in allied industries. Where a contractor 
had a highly profitable contract it was frequently to his advantage 
to pay higher rates—both piece and time—than those fixed by the 
governmental agency under whose scale he was operating, in order 
to secure the rapid execution of his contract.’ 

The Emergency Fleet Corporation began in 1918 to apply 
pressure against those contractors who paid more than the standard 
rates in order to attract the employees of other shipbuilding plants, 
and it had become the settled policy of the Corporation by the sum- 
mer of 1918 to prevent the payment by a shipyard of higher than 
standard rates to any considerable part of the men in a particular 
craft. Even more stringent was the rule adopted by the Harness 
and Saddlery Adjustment Commission. In the award of July 23, 
1918, section 4 reads as follows: 


Much complaint has reached the Commission that mechanics are changing 
from one shop to another. Investigation has shown that there are many causes 
for this labor turnover, chief among which have been the different rates of 
wages, inequality of working hours (which in many cases has caused workers 
eager to earn as much as possible to leave work at shops working a reasonable 
number of hours so as to go to work where a larger number of hours was per- 
mitted); excessively long hours causing a loss of energy and consequently 
reduced production. To reduce this labor turnover and at the same time to 
conserve the energy and welfare of the workers, it is the judgment of the Com- 
mission that the wages above fixed shall be the standard wages, and the hours 
heretofore fixed by order of the Commission, dated June 29, 1918, be the 
standard hours, and that no contractor shall hereafter vary from such stand- 
ards except with the written consent of the Commission. 


On August 5, 1918, the Fuel Administrator issued a statement 
reading in part as follows:5 
Information is reaching me that coal operators are bidaing against each 


other for labor by payment of bonuses. This inevitably causes unrest and 
shifts, but does not increase the total production of coal. .... The payment 


* See Louis B. Wehle, ‘‘Labor Problems in the United States during the War,” 
in Quarterly Journal of Economics, February, 1918, p. 351, for a discussion of the 
difficulties involved in enforcing maximum rates on contractors engaged on government 
work. 

2 Leather Workers’ Journal, I (1917-18), 341. 
3 Oficial Bulletin, August 7, 1918, p. 7. 
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of bonuses in any form is contrary to the spirit of wage agreements made by 
operators and mine workers with the President of the United States last Novem- 
ber. Those agreements covered the period of the war..... I hereby 
announce that if any operator hereafter undertakes to pay a bonus in any 
form in violation of the terms or spirit of the agreements above referred to, I 
shall assume that the mine price of coal allowed that operator is too high and 
I shall accordingly order reduction thereof. 


On July 25 the Chairman of the War Labor Policies Board 
issued a statement which contained the following announcement 
with reference to restrictions on wages:* 


Congress, through the taxes on excess profits, the War Industries Board, 
through its price-fixing, the President, through the veto of $2.40 wheat, have 
prepared the way for standardization of wages. Additional methods of keeping 
down the cost of living are being investigated at this time. 

All these measures, past and pending, have revealed the determination of 
the American people to let no one make money out of the war. What price- 
fixing means for the manufacturer, wage standardization is to the workers of 
the country. 

That means plainly that just as the price-fixing committee takes into 
account the cost of production and proper profits, so wage standardization 
must be built upon an accurate knowledge of the cost of living and a just esti- 
mate of what makes up the right American standard. 


It was expected that the Conference Committee of the National 
Adjustment Agencies would pronounce against such variations 
from the standard rate as would interfere with established standards 
of compensation or promote the shifting of employment. 


Vil 


The feeling that a more complete standardization of rates was 
necessary gained strength in the spring of 1918. At the session 
of the American Federation of Labor in June, 1918, the Executive 
Council submitted for the consideration of the convention a letter 
from the Shipbuilding Labor Adjustment Board, dated May 16, 
1918, which raised practically all the issues presented above. The 
text of the letter follows: 


* Official Bulletin, July 25, 1918, p. 12. 
2 Proceedings of the American Federation of Labor, 1918, pp. 74, 327, 328. 














TRADE UNIONISM AND STANDARDIZATION OF WAGES 689 


My DEAR Mr. GoMPERS: 


The increasing abnormal labor turnover is a grave menace to our maxi- 
mum national production for war purposes. The Shipbuilding Labor Adjust- 
ment Board will be greatly aided in its task if it could receive an expression of 
opinion from the American Federation of Labor on the following points: 

1. Can minimum wage rates prevent the continued serious labor turn- 
over, or must there be standard rates for the period of the war? 

2. Should government departments or boards in establishing wage scales 
and conditions of employment deal directly with local organizations, or only 
through the international presidents of various craft organizations ? 

3. Should the country be divided into districts in which uniform wages and 
conditions should prevail, or should there be one uniform wage rate for the 
entire country? If in districts, how are the limitations of such districts to be 
determined ? , 

4. Should uniform wages and conditions prevail in a given craft within 
a district regardless of the industry in which the individual is employed, or 
should uniform wages and conditions for all crafts prevail within the same 
district ? 

5. Are there any basic crafts that should receive the same rate, and if so, 
what are they? 

6. How can important government work obtain priority in labor supply 
over less important or private work ? 

7. Assuming the establishment of wage scales on government work, for 
how long a period should such scales remain in force—if for the period of war, 
should provision be made for periodic rehearings in case an increased cost of 
living be shown, or should the wages be increased automatically whenever 
government statistics show an average of ten per cent (10%) increase in a 
given district ? 

Until the above questions are determined, little satisfaction or stability 
will be obtained, and we therefore count on the continued co-operation of the 
American Federation of Labor in seeking a solution of these problems. 


Very truly yours, 


SHIPBUILDING LABOR ADJUSTMENT BOARD 
V. Everit Macy, Chairman 


This letter was referred by the convention to the Executive 
Council with instructions “to confer with the presidents of the 
organizations affected for the purpose of determining upon the 
provisions of the reply to be made to the communication,” and with 
the recommendation “that such conference should be held as soon 
as possible.” The report of the Executive Council also informed 
the convention that a resolution had been introduced in the Senate 
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of the United States directing a committee of the Senate to inquire 
into the advisability of standardizing wages. The convention 
referred to the Executive Council “the subject of standardizing 
of wages and stabilization of industrial and labor conditions during 
the pendency of the war . . . . for their careful study and such 
action as the circumstances may warrant, so that the interests 
of labor should be protected.” The policy of the Federation on 
the questions involved was, therefore, never made the subject of 
explicit public pronouncement. 

There is, however, indirect evidence that all three of the appli- 
cations of the principle of standardization outlined above were 
accepted by those who represented the American labor movement. 
Certainly no public opposition was made to the plan as it unfolded 
itself. With the equalization of rates over wider areas or the 
bringing of additional industries under standardized rates there 
was no reason why the trade-union leaders should quarrel. In 
announcing the adoption of the policy of standardization, the 
Chairman of the War Labor Policies Board had correctly said: 
“Tn seeking standardization the precedents of unionized industry 
are being followed. Wages have, of course, long been standardized 
by the agreements of employers and employees in many industries.’” 

That here and there a trade-union leader stood out for the fixa- 
tion of wages by direct bargaining rather than by the decisions of a 
government board is evident from the following extract from a 
report by President Hutcheson, of the Carpenters, to his Executive 
Council, but it is equally evident that the extension of the area of 
standardization was not opposed :? 

In discussing the matter with the Chairman of the War Policies Board I 
informed him that the only thing that our Brotherhood desired was to sit down 
with his board and agree upon what the wage scale of the members of our 
organization should be; that we would either agree to one minimum scale 
throughout the entire country or that we would agree to a minimum scale for 
various districts or zones, and that after an understanding was arrived at as 
to what the scale was to be that we would expect the War Policies Board to 
see that the contractors on the various Government work throughout the 
country complied with said findings, then we in turn would see that the mem- 
* Official Bulletin, July 25, 1918, p. 12. 

2 Carpenter, November, 1918, p. 26. 
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bers of our organization observed the arrangements as arrived at the same as 
though we had entered into an agreement or understanding with employing 
contractors. 


The one point in the program of standardization as it was 
developing in the summer of 1918 which carried possibilites of 
trade-union opposition was the fixation of maximum wages. As 
has been pointed out above, trade-union rates are rarely maximum 
rates. Here, again, such evidence as there is indicates the assent 
of the trade-union leaders to the program of standardization. The 
trade unions were represented on the Shipbuilding Labor Adjust- 
ment Board and also on the Harness and Saddlery Adjustment 
Commission, and in both industries the principle of the maximum 
wage was applied. In commenting on the order of the Fuel Admin- 
istrator against bonuses, the United Mine Workers’ Journal said: 

The bonus system is one that should not be allowed to exist. In the 
first place, it is a direct violation of the wage agreement made between operators 
and miners. In those agreements the rate of pay is definitely fixed, and the 
scale applies to every competing operator as well as to every miner. It is 
wholly unfair, therefore, for one operator to offer extra inducements in the form 
of a bonus to induce miners to violate their agreement and leave their places 
of employment to work in his mine, thus seeking to “put one over” on a 
competitor.* 


Vill 


It seems probable that the standardization of wages by govern- 
ment agencies during the war will affect considerably the future 
development of collective bargaining in the United States. In 
any analysis of this influence three forms of standardization must 
be distinguished: (a) the classification of workmen of the same 
general trade into several groups according to some definite and 
recognizable characteristic, (b) the equalization of rates between 
union and non-union establishments, and (c) the extension of wage 
rates over wider areas. 

a) Where a trade is made up of persons who receive widely 
differing rates of pay, it is impossible to fix a single standard wage 
which will serve effectively as a basis for collective bargaining. 
One of the chief problems in making trade unionism effective in 


* United Mine Workers’ Journal, August 15, 1918, p. 8. 
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many trades lies, therefore, in the necessity of defining the classes 
of workmen with a general group in such a way that a standard 
wage may be fixed for each class.* A trade may remain incom- 
pletely organized chiefly because the union cannot establish stand- 
ard rates which are effectively related to the varying rates paid 
in the trade. 

The governmental wage adjustment boards found it necessary 
in a number of cases, in order to establish standard rates, to define 
certain classes of workers within larger groups. Thus, for example, 
the Shipbuilding Labor Adjustment Board established classifica- 
tions and standard rates for draftsmen, a trade in which no generally 
recognized classifications had prevailed. By an order issued on 
July 25, 1918, the Director General of the Railroad Administration 
established classifications within a number of groups of employees 
in the mechanical departments of railways.? It is almost certain 
that in some of the cases where such classifications have been estab- 
lished future collective action on the part of the workmen will be 
greatly facilitated. 

b) The effect of the equalization of union and non-union rates 
was undoubtedly to increase very greatly the number of trade 
unionists. The fact that the trade-union rate had become the 
government rate, coupled with the additional circumstance that 
the trade-union possessed an organization for presenting the case 
of the workers before the governmental boards conferred upon the 
unions prestige among the unorganized workers. There were 
other factors in the rapid increase in trade-union membership 
during the war, but the leveling up of rates must be accounted a 
primary one. 

c) Finally, the extension of standardized rates over wider areas 
will be likely to contribute to the greater stabilization of systems 
of collective bargaining. The history of collective bargaining in 
the United States demonstrates that the success of a national or 
district system of collective bargaining is far more likely when 

t For a more elaborate treatment of the subject see a brief paper by the present 
writer in The Johns Hopkins University Circular, No. 185, p. 7. 


2 Supplement No. 4 to General Order, No. 27, United States Railroad Adminis- 
tration. 
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the scale of wages is a national or district scale.t The superiority 
in stability of national over local systems of collective bargaining 
is equally incontestable. In a number of important trades the 
essential foundation for a successful national system of collective 
bargaining—a national scale of wages—has been laid. Ina number 
of other trades the local variations in wages have been so much 
reduced that no great difficulty would be experienced in leveling 
out the remaining inequalities. 


GEORGE E. BARNETT 
Jouns Hopxins UNIVERSITY 


t See an article by the present writer entitled “‘ National and District Systems of 
Collective Bargaining” in Quarterly Journal of Economics, XXVI (May, 1912), 425-53. 











WAR FINANCE AND THE PRICE LEVEL 


I. INTRODUCTION 


Most students of finance and taxation have had occasion, since 
the beginning of the war, to modify somewhat their conceptions 
of the effects of war and war finance upon the level of prices. For 
instance, the early doctrine that the use of bonds as a means of war 
finance was almost certain to be attended by inflation has been 
found to be based upon an assumption that experience has proved 
to be largely unwarranted—the assumption, namely, that the 
typical individual who wishes to buy government bonds will borrow 
from the banks the necessary funds, or, having purchased the bonds 
outright, will proceed to borrow upon them as collateral; and in 
either case continue his consumptive expenditures in unabated 
fashion. 

The war has shown that funds borrowed for the purpose of 
purchasing Liberty bonds may shortly be repaid to the banks out 
of savings. Under these circumstances the banks temporarily 
advance the funds and thus increase the total volume of circulating 
medium; but as soon as individuals have paid their loans at the 
banks, the financing has been accomplished by saving, just as 
much as is the case when funds are raised by taxation. We have 
also learned that many a man of large means and many a corpora- 
tion has temporarily borrowed the funds with which to pay taxes. 

It is true that one Liberty loan was not wholly paid for out of 
savings before another was issued, or before new treasury certifi- 
cates were placed with the banks. There necessarily tended to 
be considerable overlapping; and the banks were thus furnishing 
a permanent quantum of new currency derived from an extension 
of bank credits. 

The other assumption, held by most of us,’ that an individual 
who purchased bonds would be inclined forthwith to borrow upon 
these bonds as collateral, and continue consumption on the pre- 
vious scale, has also not been borne out by the facts. To some 


t See, for instance, the Memorandum of Economists to Congress in April, 1917. 
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extent the general public has borrowed on Liberty bonds as col- 
lateral and used the funds for consumptive purposes, but the per- 
centage of bonds so used to the total held was undoubtedly very 
small. 

While there have been these modifications in our general under- 
standing of the situation, the view is still prevalent that the use 
of bonds was the prime cause of the increase in prices during the 
war, and that if the war had been financed more largely by taxa- 
tion prices would have risen but little. The theory is that the 
method of war finance employed created a general increase in the 
quantity of the medium of exchange, an increase greater than 
the increase in the volume of goods, and that in consequence prices 
were forced to a higher level. The purpose of this article is to 
consider the price changes that took place during the war in the 
light of changes in the cost of production of goods rather than as 
a phenomenon associated with the volume of the medium of 
exchange in comparison with the quantity of goods to be 
exchanged. The analysis will be confined to the United States, 
where the maintenance of the gold standard was not imperiled. 

Economic analysis of the price question has usually run in 
terms of exchange rather than in terms of production. This 
approach to the problem is attributable, I believe, to the tripartite 
division of economics, for purposes of analysis, into production, 
exchange, and distribution, wherein money is not discussed until 
the analysis of production has been completed. Money is thus 
conceived as an institution having to do mainly, if not merely, 
with the exchanging of goods; and exchange has usually been asso- 
ciated, implicitly # not explicitly, with the transfer of consumers’ 
goods. After gods have been produced they must be exchanged, 
and the price level depends upon the volume of funds available 
for the making of such exchanges. Where producers’ goods are 
brought into the analysis it is, still, always in connection with 
their transference from A to B—with the buying and selling, 
or commercial, end of affairs, rather than with the process of 
production. It is always exchange of goods that are already pro- 
duced as compared with the quantity, etc., of the medium of 
exchange. 
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Professor Fisher, as is well known, conceives the price level 
to be something quite distinct from an average of particular prices. 
It is a level derived by a sort of automatic process of dividing 
the total number of units of goods to be exchanged by the total 
number of monetary counters available for exchanging them. 
In considering particular prices, however, Professor Fisher finds 
that the price will be high or low, depending upon the relation of 
demand and supply. His analysis of particular prices thus also runs 
in terms of exchange, of the value of goods already in the market 
awaiting sale. It has nothing to do with cost of production, except 
of course in so far as cost of production might be an underlying 
determinant of supply. 

The purpose of this article is to study the price changes 
that occurred during the war in the light of the monetary cost 
of producing goods, and to endeavor to ascertain whether the 
expansion of bank currency was primarily cause or effect of the 
changes in prices. By coming at the question from the standpoint 
of the business man engaged in the production and marketing of 
goods, I believe it will be possible for us to gain a clearer concep- 
tion of the price-making process and the forces governing the general 
level of prices than can be obtained by assuming that money comes 
into the problem only in connection with exchanging goods after 
they have been produced. 


II. CAUSES OF INITIAL PRICE ADVANCES 


We may take as our point of departure for a study of the 
rise in prices during the war the changes that early took place in 
the prices of iron and steel and other basic materials demanded 
by the war. Wheat will for the moment be omitted from con- 
sideration. 

It will doubtless be agreed that the initial cause of the rise in 
prices of war materials was an extraordinary demand for a limited 
supply. Competitive bidding by competing governments and 
competing departments of the same government rapidly forced 
prices upward. This increase of prices began, of course, long 
before the United States entered the war. It is pertinent to 
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inquire at the outset if this initial increase in the prices of war 
materials was not a result of an increased volume of circulating 
medium. Could not this extraordinary demand have been made 
effective only by virtue of an expansion of bank loans ? 

The answer appears to be that these initial price advances 
were not necessarily dependent upon an expansion of bank loans. 
Whatever the method of war finance employed in Europe, the 
prices of basic war supplies purchased in the United States would 
have risen. If the funds required had not been borrowed by the 
European governments, either at home or from American banks, 
this would not have prevented competitive bidding by the several 
governments for these supplies, with the resulting advance of 
prices. The funds necessary would have been provided by a 
process of diversion from less essential enterprises. And, in fact, 
American supplies were not paid for exclusively by borrowed 
funds. They were in part purchased with gold and in part by 
the return of American securities. The making of purchases 
abroad and the bidding up of prices was no doubt facilitated by 
the expansion of loanable funds that occurred, but it would have 
eventuated sooner or later in any case. This analysis applies 
equally to the intensified demand for basic materials that followed 
the entrance of the United States into the war. 

But even if the operation of forces affecting supply and demand 
had not raised the prices of war supplies, they would still have 
been raised. For it is recognized that if a maximum of war sup- 
plies was to be induced it would be necessary that high prices 
be guaranteed; hence the governmental policy of price control. 
It was recognized that costs would be high,’ that the risks involved 
in new enterprises would be unusual, and that unless producers 
were assured a reasonable return above costs the additional pro- 
duction required would not be forthcoming; hence the system 
of contracts arranged on a cost plus percentage basis, or on modi- 
fications of this principle. It will doubtless be agreed that the 
controlling principle in this price determination was expenses of 
production in marginal establishments, and that the total volume 


‘Price control obviously had a double function. It was designed to prevent 
exorbitant prices as well as to insure additional production of war material. 
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of currency within the country had no bearing upon the establish- 
ment of these individual prices.’ 

The fixing of prices of iron and steel and kindred war materials 
at a high level promptly caused an increase in the expenses of pro- 
duction in all establishments using such materials. The cost of 
raw materials being increased because of the exigencies of war 
production, all manufacturers were compelled to pay higher prices 
for the materials which they needed. This increase in the cost of 
raw materials substantially increased the expenses of production 
of manufacturers in non-war, as well as in war, lines. 

These increased expenses of production obviously required the 
manufacturers to sell to wholesalers at an increased price,? and 
the wholesaler and retailer in turn were accordingly compelled to 
advance their prices. It is apparent that if the manufacturer, 
wholesaler, and retailer respectively were to maintain the same 
volume of profits as before, each must raise his prices in proportion 
to the increased cost. It is also apparent that, like tariff duties, 
this process proves cumulative in its effect upon the final consumer. 
It should be noted, moreover, that if the manufacturer, wholesaler, 
and retailer were to maintain as consumers their former standards 
of living, they must raise the prices more than proportionally; 
for if they merely sought to maintain the same number of dollars 

* But could the price increases that were due to the higher marginal costs of 
production of war materials have occurred in the absence of any increase in the 
volume of bank currency? That is to say, was an increase of funds necessary to 
permit the increase of prices? Conceivably not. For if all nonessential industry 
were curtailed and the funds used therein shifted—together with the capital goods 
and labor involved—to war industries, it is possible that the existing volume of funds 
would have been sufficient to finance the necessary volume of war production even 
on the increased-cost basis that prevailed. The answer to the question hinges upon 
whether the curtailment of nonessential production that was possible would have 
been equal to the expansion of war production, Whatever the fact in this 
connection may be, it is true that there is no theoretical reason why an increased 
volume of funds under these circumstances should be required. It is equally clear 


that under the assumptions laid down above it would be immaterial whether the 
funds needed by the government were obtained by taxation or bond issues. 

2 If the rise in the price level were an automatic process, affecting all commodities 
simultaneously, the advances in wholesale prices of commodities in non-war lines 
would have occurred at the same time as those in war lines. The truth is, however, 
that there was a considerable lag—sufficient in time to allow the increased costs to 
become effective. There was a still further lag in retail prices. 
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of profit, they would be, as consumers, in the same condition as 
salaried classes whose incomes remain fixed, while the level of prices 
advances. Accordingly there is a tendency, when prices are 
advancing, for each seller to raise the price more than propor- 
tionally—to advance the price by the same percentage on the 
higher as on the lower cost.’ 

It goes without saying that this advance in prices, at least 
so far as the retailer is concerned, is not made with any precision. 
The advance in particular cases may be disproportionate to 
increased expenses, and in others fail to compensate for the changes 
in cost. But, roughly speaking, the effect of the initial increase 
in the price of war materials is a rapidly cumulative increase in 
the prices paid by the general consuming public for all commodities 
whose manufacture requires the use of raw materials whose price 
has been raised because of war demands or the government’s price- 
fixing policy. 

INCREASED WAGES AND PRICE ADVANCES 

Another factor working more or less simultaneously with the 
above, which tended to increase the monetary cost of production, 
was the increase in wage rates. The adoption of the cost plus 
percentage’ contract, and other systems of guaranteed profits, 
resulted in a rapid bidding up of wages by producers supplying 
war materials. The initial wage increases were not due to an 
increased quantity of funds already in the hands of the employers 
of labor; they are rather attributable to the fact that the offer 
of high wages was the only means of procuring the necessary labor 
supply and that the cost of labor was immaterial in view of the 
guaranteed profits; indeed, under the cost plus percentage system, 
the higher the cost of labor, the larger became the profits of 
employers.? 

* There may also have been cases of increases in excess of this, though I should 


be much surprised if investigation would show that the profits of many middlemen 
more than kept pace with the increase in the cost of living of middlemen. 

? The question may again be raised: Were not these high costs and consequent 
high prices facilitated by the loan method of war finance? Yes, they were, although, 
as will be shown later, they would have advanced under any circumstances. The 
present purpose is merely to show that the forces lifting prices were operating through 
costs, 
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The pace being thus set by war manufacturers, producers in 
non-war lines were compelled to pay higher wages in order to retain 
a labor supply. This trend toward higher wages was of course 
intensified by the general acceleration that was given to business 
activity, coupled with the growing scarcity of labor occasioned by 
the taking of men for the military establishment. 

Another factor influencing the wage rate was the governmental 
policy of increasing wages as the cost of living advanced. This 
brings us to a consideration of the cost of foodstuffs. 

The price of wheat would of course have been high, due to 
the operation of the forces of demand and supply, but, as in the 
case of raw materials, where price control was resorted to, the price 
was fixed high in order to induce the production of an adequate 
supply. The high price of wheat led to the diversion of much agri- 
cultural land normally devoted to the production of other food- 
stuffs to the production of wheat. The result of this was to decrease 
the supply of other foodstuffs and thereby to raise their prices, 
in accordance with the law of supply and demand. It is not 
improbable, also, that in many cases inferior grades of land were 
used in the production of these foodstuffs. But whether or not 
this was true, the high prices of foodstuffs generally and the cumu- 
lative effect of the high prices paid to farmers as the food was passed 
through the hands of successive middlemen to the general public 
greatly increased the price of food to the consumer. It will be 
noted that while the price of wheat and other foodstuffs was 
increased at the farms because of the operation of demand and 
supply and government price fixing, it was increased in the hands 
of commission merchants, millers, bakers, and retailers because 
the expenses of production of these middlemen were increased. 

When the general cost of living was increased, on account of 
the increased prices of foodstuffs and of a large range of manu- 
factured commodities involving the use of iron and steel and other 
raw materials required in war production, the government deemed 
it necessary, in industries which were under governmental direc- 
tion, to raise wages in proportion to increased living costs. At 


* It might of course have been even higher if left unregulated. 
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the same time many employers, even though not compelled to 
raise wages materially by the forces of competition in the labor 
market,’ nevertheless deemed it imperative under the circum- 
stances to increase wages, either directly or indirectly, through 
the use of bonuses. 

Wage increases thus became very nearly universal—though 
obviously far from uniform; and accordingly all branches of 
industry were compelled to incur substantially increased expenses 
of production. And everywhere there was a tendency for these 
effects to be cumulative because of the endeavor of each group of 
producers to maintain its own living standards by securing profits 
enough in excess of the former profits to offset the advance in the 
cost of living.? 

It is worthy of note at this place that in war lines it was not 
usually necessary for producers to raise prices proportionally 
to the increase in wage rates and in the cost of raw materials, for 
the reason that in most establishments operation was so nearly 
at full capacity that the cost per unit remained relatively low, on 
account of the constant factor of overhead expenses. If it had 
not been for the increased operating expenses due to the increased 
cost of labor and raw materials, it is probable that in most lines 
the cost of production would have been substantially reduced during 
the first stages of the war. 

The full operation of plants was moreover not confined merely 
to war production. In many branches of ordinary industry the 
demand was very large, owing to the increased purchasing power 
of war laborers. A factor bearing upon this situation in the 
second year of the war was the suspension of building operations 

In cases where the labor force could not readily be shifted to war industries. 


? Professor Fisher thinks that he proves inflation to be the cause of the general in- 
crease of prices when he observes that prices have advanced in lines for which there was 
no war demand. With demand and supply unchanged an advance in price could— 
in Fisher’s view—be due only to an increased volume of money and credit as com- 
pared with the quantity of goods to be exchanged. If the problem is approached 
from the standpoint of production rather than of exchange it is clear that there were 
no lines of industry in which expenses of production were not increased as a result of 
the war; and hence price advances in non-war lines need not be attributed to an 
increased supply of monetary counters. 
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and the low rate of increase in the number of firms. An increasing 
volume of business was in consequence confined to a relatively 
fixed number of establishments. , 

In the absence of these factors, which tended to reduce the cost 
per unit, it is probable that prices would have risen more rapidly 
than they did, in fact. It is doubtless true, however, that prices 
were raised more than was necessary in view of this operation at 
full capacity, with the result that profits were exceptionally high. 
‘Professor Friday’s data with reference to the income of corpora- 
tions during the\war would seem to indicate that such was probably 
the case. panel 

In the light of the foregoing discussion of the forces that were 
instrumental in increasing the costs of production pretty generally 
throughout the entire industrial system, the assumption in the 
classical statement of the quantity theory and in most of the litera- 
ture of war inflation that the rise in prices is attributable to the 
offer of a larger volume of money for the same volume of goods 
seems to me to be quite unfounded. 

It may be objected by some that, if there had been no “in- 
flation,”’ the increased prices in war lines would have been offset 
by decreased prices in nonessential lines, with the result that the 
level of prices would have remained unchanged. The argument is 
based on the assumption that the demand for nonessentials would 
decline and thus reduce their prices. The answer to this con- 
tention is, I believe, that, except temporarily, a lessened demand 
for nonessentials would not appreciably lower their prices. It 
would shortly curtail the volume of production; but the selling 
price of what was still produced would be based on cost. It 
would be the low-cost concerns that would survive; but with in- 
creased operating expenses—due to the advance in the prices of war 
materials and labor—it is doubtful if selling prices could be re- 
duced even by the more efficient plants. Now this curtailment of 
nonessential productions would, no doubt, have been a national 
gain; but the present point is that it would not have prevented a 
rise in the general level of prices. It should be noted that the 
energy thus shifted to war production would not have reduced the 
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prices of essentials, because it would be operating at the margin, 
under conditions of high cost.’ (See also note, p. 716.) 


lI. CAUSES OF INCREASED VOLUME OF CURRENCY 


We may now turn to a consideration of the volume of liquid 
funds or circulating medium. It is obvious that a universal rise 
in prices would not have been possible (assuming an undiminished 
production) unless there had been an increase in the supply of 
liquid funds for the use of the productive process. Note that I 
say “for the use of the productive process” rather than for use in 
exchange. The purpose of thus stating it is to keep the emphasis 
still upon production; for I believe only by so doing can we gain 
a clear understanding of causal relationships. 

The increased cost of raw materials and of labor necessitated 
an increase in the volume of both fixed and working capital required 
by war business, and an increase in the volume of working capital 
required by virtually all business. Whenever a new plant was 
constructed for the manufacture of war materials it cost sub- 
stantially more in terms of money than in pre-war times; and this 
necessitated a larger amount of fixed capital than before. But 
since the amount of new construction was limited after the first 
year of the war, the increase in the amount of fixed capital required 
was relatively unimportant, as compared with the increase in the 
volume of working capital that was found to be necessary. 

Every establishment which found the cost of raw materials 
higher, the pay-roll enlarged, and operating expenses generally 
increased, was obliged to employ a much larger volume of working 
capital than before. The increased output of all war establish- 
ments and of many plants devoted to ordinary production likewise 
necessitated an increase in the volume of working capital. The 
question therefore arises, How was this additional working capital 

Translating this argument into terms of Professor Fisher’s formula, we would have 
MV+M’V’ remaining unchanged, but with P advancing. The necessary correctness 
of the equation is maintained by a reduction in T (the volume of trade). We have 
assumed the reduction to be in nonessential lines. Under the conditions that 


obtained, in fact, it is altogether probable that the volume of war production would 
also have been curtailed. 
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secured, and what is its relation to the volume of credit instruments 
that found its way into the channels of circulation ? 

This additional capital was derived from various sources. 
Much of the fixed capital that was employed early in the war in 
new industries and for extensions and improvements came directly 
from the commercial banks in the form of loans. The flotation 
of large Liberty loans seriously interfered with the ordinary invest- 
ment market and necessitated an unwonted use of commercial 
bank loans for investment purposes. 

The essentially war industries, such as shipbuilding, were 
financed by government funds which were acquired through the 
medium of tax payments and bond issues. As already noted, the 
banks temporarily advanced a considerable volume of these funds 
by means of credit extension, some of which proved to be more 
than temporary additions to the supply of available funds. 

A very great source of expansion in the volume of liquid capital 
lay in the extension by the banks of loans for working capital to 
manufacturers engaged in the production of both war and peace 
goods, and to wholesalers and retailers generally. The increased 
amount of working capital required to conduct the same volume of 
business, occasioned by the increased cost of material and labor, 
together with the increased volume of business in practically all 
war lines, and in many peace lines, necessarily required these 
businesses to borrow much more heavily from the banks than 
customarily. 

It will be noted that the only alternative to increased loans 
from the commercial banks was for these concerns to increase the 
supply of their own capital. This increased supply was to some 
extent forthcoming as the war progressed through the process of 
putting back a portion of the net earnings into the business. This 
process was, however, necessarily a lagging one; and temporary 
loans of large amount were required in any case. In fact, how- 
ever, a business’s own capital did not as a rule increase sufficiently 
to provide, after payment of taxes and subscriptions to Liberty 
bonds, the additional funds required. It will be noted also that 
in most cases corporations were debarred from selling additional 
securities because of the exigencies of government finance. 
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The evidence afforded by the accounts of borrowers is conclu- 
sive in showing that the additional working capital required was 
to a large extent provided by the commercial banks in the form 
of short-time loans which were indefinitely renewed—if not by 
the customer’s particular bank, still by the banking system as 
a whole. 

These loans were in part direct loans from the banks to their 
own customers, and in part indirect loans by banks through 
the intermediation of the commercial paper houses. Speaking 
generally, these loans were not completely paid off once each year, 
much less every two or three months, in accordance with the terms 
of their maturity." They were in effect long-term loans. It was 
clearly understood that no business could perform its service in 
war production or in supplying the ordinary requirements of the 
people without a steady and constantly increasing supply of 
working capital with which to buy raw materials, meet pay-rolls, 
etc. Seasonal variations in the volume of loans required were also 
minimized. 

These increased loans from the commercial banks necessarily 
resulted in lessening the margin of security ordinarily required 
by the banks. That is to say, where the ordinary ratio of quick 
assets to current liabilities was, say, two to one, the require- 
ments during the war necessitated a reduction of this ratio to 
something less than two to one. This reduction in the margin 
of safety was however not necessary in all cases, because of the large 
profits in certain lines. And it did not seriously endanger the credit 
structure so long as business should continue active’ Unusual 
circumspection was necessarily required on the part of the banks 
in the placing of the loans; but so long as they were made to 
industries that were indispensable to the winning of the war, there 
was little doubt that interest would be paid upon the loans and the 
indebtedness ultimately liquidated—granting of course the success- 
ful termination of the war and the eventual settlement of govern- 
ment obligations. 


* The writer has elsewhere shown that this is a very common condition of affairs, 
even in ordinary times. See ‘Commercial Banking and Capital Formation,” Journal 
of Political Economy, July, 1918, pp. 713-23. 
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INCREASED CURRENCY A RESULT OF RISING PRICES 


It will be noted from the foregoing that the additional volume 
of circulating medium was chiefly a result rather than a cause 
of the increased prices. The increased costs of operation resulting 
from the factors discussed above necessitated an increased volume 
of capital—mainly working capital—for the conduct of business, for 
the carrying on of the productive process.? Businesses, generally, 
were obliged to resort to the banks for the funds required. 

It is important to appreciate that to the extent these addi- 
tional funds were required for the production merely of the same 
volume of goods as heretofore it was a process of ‘“‘inflation’”— 
defining inflation as an increase in currency in excess of an increase 
in the volume of goods entering the market.s Such expansion, 
however, let it be repeated, was a result and not a cause of the 
increase in prices. But to the extent that the increased working 
capital was required for the financing of additional output in exist- 
ing establishments the increased volume of currency was offset 
by an increased volume of goods. That is to say, funds borrowed 
from the commercial banks were thus used by business men in 
employing laborers who would otherwise have been idle; in produ- 
cing supplies and materials that otherwise would not have been 

* The statement of the Federal Reserve Board in its letter to the Chairman of 
the Senate Committee on Banking and Currency in August—subsequent to the writing 
of this paper—contends that the expansion of Federal Reserve Notes was the effect 
of advancing wages and prices, and not their cause. The Board does not appear to 
be so certain, however, that the credit expansion that occurred was not a cause of 
rising prices. Sir Edward Holden, of the Bank of England, also contends that the 
increase of currency has been a result rather than a cause of rising prices. 

2 By the productive process I obviously mean the production of raw materials, 
the manufacture of goods, and the marketing of these goods by middlemen.’ All 
these classes of business require working capital—naiuch of which is always furnished 
by the commercial banking system. If one prefers to say that wholesalers and retailers 
are merely engaged in exchanging goods—a point of view which to my way of thinking 
ignores much of the essential function of marketing—he still must recognize that the 
production of raw materials and their manufacture into finished goods, all of which 
requires the use of money, is something more than an exchange process. It is pass- 
ing strange, indeed, that monetary theory almost invariably implicitly assumes that 
money has to do only with produced goods, and that commercial banking functions 
only in connection with the exchange process. 

31 prefer the word expansion, because inflation has a derogatory connotation 
which is not warranted in the present case. 
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produced; in hiring laborers who otherwise would not be working 
overtime to devote extra hours to the producing of supplies and 
materials that would otherwise not have been produced; in enabling 
factories which would otherwise have been idle part of the year 
or idle for some portion of the twenty-four hours, or working only 
at partial capacity, to run steadily throughout the year, to work 
extra shifts of labor, and to run at maximum capacity. To the 
extent, therefore, that borrowed funds were utilized in the creation 
of additional goods inflation did not result. This same condition 
obviously holds true where the government was acting as an inter- 
mediary in the supplying of funds for indispensable war produc- 
tion. It should be noted, however, that these new goods, whether 
financed by the government or privately, were goods produced 
on a high-cost basis. Hence there was an element of credit expan- 
sion even here; that is to say, more currency was required to secure 
this production than would have been the case under a lower price 
level. 

In summary, we have been insisting that the forces leading to 
higher prices were operating in connection with the productive 
process, that high prices were necessitated by increased expenses 
of production due to certain initial price increases occasioned by + 
the excessive war demands and the government’s price-fixing 
policy. It is believed that the price phenomena of the war can 
be understood only by a consideration of the problem of produc- 
tion as it confronted the business men of the nation. And it is 
believed that the increase of bank credit must be regarded mainly” 
as a result rather than a cause of the increased prices. All this 
. is obviously not to argue that there was not an increase in the 
quantity, etc., of money as compared with the volume of trade. 
It does not attempt to disprove the mathematical equation of 
exchange; the analysis is merely intended to show how the adjust- 
ment of prices to a higher level was actually wrought out in the 
world of business. Nor does the analysis attempt to show that the 
value of the standard, gold, did not undergo a change; it is a truism 
that the purchasing power of the dollar declined. It does conclude, 
however, that the new level of prices was not a result of comparisons 
between the marginal utilities of produced goods and gold, or of an 
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automatic division of the number of monetary counters by the vol- 
ume of trade. Higher prices were rather the result of the efforts 
of business men to adjust their-profit making activities to the 
economic exigencies of war. 


IV. INCREASED PRICES AND PURCHASING POWER 


We may now consider how it was possible for prices to be con- 
tinually raised without a reduction in the purchasing power of 
the masses, and accordingly without checking the productive 
process. In so far as goods were sold to the government there 
was no limit to the prices which could be paid so long as the sources 
of government funds remained adequate. And government funds 
could remain adequate so long as business profits, due to the factors 
already considered, were large; so long as wages increased more 
rapidly than the cost of living,’ and so long as the condition of 
bank reserves was such as to permit still further absorption of 
government bond issues by the banks. At the conclusion of the 
war there remained a very large volume of unused bank currency; 
that is, it was still possible for the banks to expand the volume of 
loans and deposit currency without endangering the convertibility 
of credit into cash and without going below the minimum reserve 
requirements as laid down under the Federal Reserve law. 

On the other hand, the profits of industries supplying peace 
needs would be determined by the volume of peace demands, and 
this would be dependent primarily upon the rate of wage advances 
as compared with that of price increases. 

The increase of wages during the war was dependent upon 
numerous factors. At the time of our entrance into the conflict 
there was a considerable volume of unemployment in the country 
and a great deal of part-time work. The first effect of the war 
was to decrease the volume of unemployment and thus to increase 
the purchasing power of the unemployed. A second effect was 
to increase the number of days per year worked by those who were 
already employed, thereby increasing their annual monetary 
income. A third result was to increase the number of hours worked 


* Assuming, of course, that those having wage and profit margins could contin- 
ually be induced to pay taxes or invest in government bonds. 
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per day, which, coupled with extra pay for overtime, further 
increased the workers’ monetary income. A fourth was to draw 
into the wage-earning classes a bigger percentage of the family 
working force, thereby still further increasing the annual family 
monetary income. And a final effect was to raise wage rates. It 
is obvious, of course, that these increases did not occur in every 
line of industry, nor uniformly throughout the country. 

Whether this increase in monetary income on the part of the 
laboring classes resulted in an increase of real wages depends upon 
whether prices increased more rapidly than family monetary 
income. It is probable that at least during the first year or so 
of the war the family income increased more rapidly than did the 
price level among many classes of laborers. Among others— 
those not affected by the war demand for labor’—the cost of living 
undoubtedly increased more rapidly than annual wages. And a 
reduction of the standard of living on the part of the salaried classes 
goes without saying. But for the country as a whole it is very 
probably true that the first year of the war, at least, showed an 
increased power of domestic consumption. Moreover, all the 
evidence that has come out of England on this subject indicates 
that the standard of living of the masses there substantially im- 
proved during the first year of the war. This is no doubt attrib- 
utable to the fact that England entered the war at a time when 
there was a very large volume of unemployment and when the 
industrial system as a whole was running at far from maximum 
capacity.” 

The increased wages for a time permit the laboring classes 
to assist in financing the war without an impairment of living 

* Those not affected to some extent, either directly or indirectly, were not numer- 
ous; and they were chiefly in remote regions and in centers where the laborers owned 
their own homes and were thus deprived of the competitive advantage of potential 
mobility. 

? This consideration of the factors entering into the wage question seems to me 
to discredit completely the customary assumption of the economist that since wage 
rates advance less rapidly than prices the laborer necessarily pays the cost of the war 
through reduced living standards. Ultimately, that is after several years of war, this 
undoubtedly becomes the case, but it is not necessarily true in the early stages of war. 


Annual family wages and not wage rates per hour or day or week are the determining 
factors in the wage question. 








710 JOURNAL OF POLITICAL ECONOMY 


standards; hence for a time all sources of governmental revenue 
provide a ready flow of funds to the Treasury. 

In the end, however, because annual wages cannot continue 
to rise as fast as living costs (unless wage rates are constantly 
increased) and because profits expand less rapidly after maxi- 
mum production has been attained in all existing plants, a larger 
resort to bank loans becomes necessary. ‘That is to say, as prices 
continue to advance the increased volume of working capital 
required by business to produce the war materials required must 
be procured in increasing proportions from the banks. 

When bank reserves ultimately touch bottom, or rather when 
the superstructure of credit touches the top, a resort to depreciated 
paper currency is obviously the only further source for the neces- 
sary additional monetary counters required. This gets into circula- 
tion in the form of government payments to soldiers and producers 
of war supplies. 

An obvious check upon the volume of financial instruments 
ultimately required by war, however, is the reduced volume of 
goods that can be produced after a large percentage of the working 
population has been transferred to the military establishment, and 
after the efficiency of the capital supply and the general economic 
organization has deteriorated. 

This analysis of the wage question and of war-time profits serves 
to indicate the process by which an additional volume of money 
and credit instruments finds its way into the channels of circulation. 
The high prices that were fixed for war material and the consequent 
high prices that ensued generally necessitated an increased volume 
of working capital in the hands of business men, which working 
capital is passed into the hands of wage-earners and capitalists as 
payment for services of labor, capital, and management respectively. 
The analysis also indicates the ultimate limits of monetary 
expansion. 

V. PRICE STABILIZATION 

We may now raise the question, Could a very general increase 
in prices during the war have been prevented—could the price 
level have been stabilized? The unequal burdens borne by 
different classes of society as a result of changes in the price 
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level make the stabilization of prices a question of unusual per- 
tinency. 

Professor Fisher’s assumption that the general level of prices 
is a phenomenon independent of the average of particular prices 
does not appear to me warranted in the light of the foregoing 
analysis. At any rate, with the prices of all materials entering 
directly into war manufacture substantially raised, with the wheat 
price fixed at a high figure, and with a very general increase in the 
expenses of production throughout industry, there was undeniably 
an increase in the average of individual prices, and hence an increase 
in the cost of living.’ 

But suppose (assuming now the impossible to be possible) 
that as the index number advanced the dollar had been adjusted so 
that the number of monetary counters, including bank checks, 
was not allowed to increase, and hence that prices remained stable. 
Would this have solved the problem of war finance, or would it have 
done more harm than good? It seems to me obvious that when 
the price of iron and steel was fixed at a high level, and when the 
wages were raised in war industries in order to procure the necessary 
labor supply, war manufacturers had to have a larger volume of 
working capital with which to conduct their businesses. It seems 
to me obvious, also, that a curtailment of the number of monetary 
counters could not have prevented the high prices in such indus- 
tries. Granting that a larger volume of working capital was 
required, and granting that no expansion of the volume of currency 
was to be allowed, it is apparent that war industry could have 
secured the necessary large volume of working capital only by a 
diversion of funds from other industry. But when the influences 
on the side of cost which were increasing the prices of manufactured 
goods generally began to be manifest, it would obviously become 
increasingly difficult for both war and essential peace industry 
to secure the necessary funds. Only provided a curtailment of 
nonessential industry could be secured sufficient in amount to 
release funds equal in volume to the additional funds required by 
essential industries would it be possible to finance the production 
that was required. 


See p. 698. 
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A stabilization of prices would not, however, promote the rapid 
curtailment of nonessential consumption. Indeed the stabilizing 
of general prices would promote rather than retard nonessential 
industry; for a rapid rise in the prices of nonessentials was the 
only effective means (other than rationing) early in the war of 
checking the flow of funds and of productive energy into such 
nonessential lines. In consequence, those responsible for the 
financing of essential industry could not well proceed on the 
assumption that the funds would be available without any increase 
in the total volume of circulating medium. 

The stabilization of prices is usually invoked in behalf of the 
laboring classes; for one of the most difficult problems of war 
is to adjust wages to the changes in the level of prices. Our 
government adopted the policy in the recent war that in govern- 
ment enterprises wages should be raised proportionally with the 
increase in prices; and this policy came to be accepted more or 
less generally by non-government enterprises. This policy seems 
to me to be quite unsound, at least for the first year or so of a 
war, because it entirely leaves out of the reckoning, when con- 
sidering the standard of living of the laborers, the increase in 
total annual family wages, as outlined above. And it is precisely 
in government enterprises that the total annual family wages are 
most increased by these forces. An increase in wage rates equal 
to the rising price level, coincident with the increase in annual 
wages due to the causes enumerated, means a substantially 
increased standard of living for such laborers, the result of which 
is to divert energy from the production of essentials to the pro- 
duction of nonessentials.' This rise in annual wages may be 
regarded as a form of inflation; and it is particularly vicious in 
that it serves to divert productive energy to relatively unimpor- 
tant lines. 

After the process of increasing the number of working hours 
per year by a laborer and his family has reached the limit, however, 
it is obvious that a continued rise of prices will thenceforth (in 
the absence of advancing wage rates) result in a progressive 


* We assume that the increase of real wages is not diverted to the government 
by taxation or loans. 
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decrease in the standard of living of the laboring classes. This 
occurs, however, only after a war has been in progress for some- 
thing like two years. 

In the foregoing consideration of the wage question emphasis 
has been placed upon those engaged in essentially war enterprises. 
Other classes of laborers and people on fixed incomes obviously 
feel the burden of rising prices much earlier. But stabilization of 
prices could not in any event give us equality of sacrifice in meeting 
the burdens of war finance. 

It does not seem to me, moreover, that even in the later stages 
of a war of attrition a policy of maintaining the standard of living 
intact for the laboring classes can be justified on economic grounds. 
For instance, if wages had been raised in Germany proportionally 
to the increase in prices during the later years of the war Gerrhany 
would necessarily have fallen behind in the production of the neces- 
sary war supplies. To assume that the laboring classes can escape 
bearing some of the burden of a war that is waged exclusively by 
the utilization of internal resources is to assume that the sinews 
of war can be provided entirely through a reduction in living stand- 
ards on the part of a mere fraction of the people—the well-to-do 
who are induced or forced to dispense with customary luxuries— 
and through a fuller use of the labor and industrial power of the 
country. In the case of a protracted struggle such an assumption 
is on the face of things an absurdity. 


VI. WAS “‘INFLATION”? UNAVOIDABLE ? 


It remains to inquire whether, in view of the price situation 
as outlined in the foregoing pages, it would have been possible 
to finance the war entirely by the use of taxes, assuming, for the 
sake of the inquiry, that there were no insurmountable adminis- 
trative difficulties in connection with the raising by taxation of 
the enormous volume of funds required. 

An exclusive use of taxes would obviously not have prevented 
a rise in the prices of steel, wheat, etc.; and quite as obviously it 
could not have prevented much of the resulting price increases in 
industry generally. When the manufacturer of goods involving 
the use of iron and steel, whose price had been raised, and involving 
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the employment of labor whose wages had been increased, found 
that he needed an additional volume of circulating capital, he 
necessarily resorted to the banks, as already seen, for such addi- 
tional capital; and so long as the banks regarded such industry 
as essential to the winning of the war, it was incumbent upon them 
to make the additional loans required. It is evident, therefore, 
that in so far as the increase in the volume of credit currency came 
from the making of additional loans by the banks to business men, 
an exclusive use of taxation as a means of war finance would not 
have prevented an expansion of deposit currency. 

But would it not have prevented that increase in circulating 
medium which was occasioned by the purchase of Liberty bonds 
by the banks and by the making of loans to individual and corporate 
purchasers of Liberty bonds? It is obvious enough that if bonds 
had not been issued this particular process could not have occurred. 
But the significant question really is, In view of the high prices 
fixed for war supplies, and the consequently increased volume of 
working capital required by these industries, could the government 
have financed the industries with which it was directly associated, 
and purchased the supplies from those with which it was not directly 
associated, with the funds afforded by taxes alone ? 

Such industries, it seems to me, could have been financed only 
provided the same quantity of funds could have been raised by 
taxes as by the combination method of taxes and bonds. To have 
raised the entire amount by taxes alone—assuming this were pos- 
sible—would have required a curtailment of the funds for ordinary 
industry equal to the increased volume of funds required by war 
industry.‘ Assuming that such curtailment of ordinary industry 
lay exclusively in the nonessential lines, we might conclude that 
this diversion would be decidedly advantageous. There is no 
reason to believe, however, that the curtailment would be exclu- 
sively in nonessential lines, at least so long as we were relying 
upon the price mechanism as a means of procuring industrial read- 
justment. The curtailment would in fact be just as likely to occur 
in essential as in nonessential lines. 

« The familiar argument that in the absence of inflation a larger total volume of 


currency would not have been required is unsound; for it assumes inflation was the 
cause of the price increases. 
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It is to be noted, also, that the amount of nonessential industry 
curtailed would have to be larger in physical volume than the 
increase in war industry, since the war industry is being conducted 
on a higher price basis. It is to be noted, finally, that in so far 
as the exigencies of war call forth an additional volume of pro- 
duction, it would require a still further reduction in the volume 
of nonessential industry in order to release the funds required by 
the additional war production. 

If the government had not been able to secure the funds 
required for financing the war by taxation, it is not improbable 
that, in view of their financial necessities, war industries would 
have been forced to resort to the banks on their own account more 
largely than was in fact the case. That is to say, if the additional 
volume of funds needed had not been forthcoming from the federal 
Treasury, business would have sought such funds directly from the 
banks. Hence an increase in the volume of currency would have 
been brought about by an indirect process. 

It has been assumed in the foregoing that it would have been 
possible for the government to raise the volume of funds required 
exclusively by taxes, so far as the administrative problems are 
concerned. This is an assumption, however, that is now recognized 
to be quite unwarranted. It would no more have been possible 
to raise by taxation the great volume of funds required as rapidly 
as required than it would have been possible to have effected the 
necessary industrial readjustment incident to the curtailment of 
an enormous volume of nonessential industry as rapidly as would 
have been required to release the funds necessary for war finance 
had bond issues not been permitted. As a practical problem, 
therefore, the Treasury Department could not avoid turning to 
the use of bond issues. The familiar dictum, ‘‘A war cannot be 
financed without increasing the volume of circulating medium,” 
seems to me entirely sound in the light of the financial requirements 


of war production." 
H. G. Mouton 


UNIVERSITY OF CHICAGO 


* Whether credit expansion was in fact carried in the late war to an unnecessary 
extreme is of course another question. 
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COULD PRICE INCREASES HAVE BEEN AVOIDED WITH 
INDUSTRIAL CONSCRIPTION OR EFFECTIVE 
MACHINERY OF PRIORITY? 


Throughout the foregoing analysis of the relation of an expanding 
volume of funds to price changes during the war we have been endeav- 
oring to ascertain the process by which the price revolution was, in 
fact, effected. The analysis is therefore based upon the assumption 
that mobilization was to be effected mainly through the financial 
mechanism and was thus of relatively tardy accomplishment. For 
the sake of the analysis involved it may be of interest to some if we 
now inquire whether prices would necessarily have increased in case 
we could have had from the very start an effective means of promptly 
diverting labor and capital to essential war industries. Let us assume 
the following conditions: 

1. A means of instantaneously shifting labor and capital to war 
lines. 

2. A means of enlisting the effective service of labor without 
increasing wages. 

3. A rationing system under which the necessities of life would 
be distributed strictly in accordance with needs. 

Under these circumstances could not the supplies of war materials 
have been immediately increased sufficiently to prevent a rise in prices 
incident to the extraordinary war demands?! I believe we must con- 
clude that a rise in prices could not have been avoided so long as cost 
of production was allowed to be a basis for determining selling prices; 
because the additional supplies demanded—both wheat and the raw 
materials required in the manufacture of war supplies—had to be 
produced under less favorable circumstances and hence at higher cost. 
Accordingly, only in the event that prices were fixed at a point which 
would not yield a return to the marginal producer could a rise in 
prices have been avoided. . But if the prices of essential war materials 
thus rose it is clear that the costs of production in all plants using such 
materials would inevitably rise. The effects of this rise would, more- 
over, prove cumulative upon the final consumer, in all cases involving 


It will be noted that the other cause of price advances in war lines, namely, 
price fixing by the government, was necessary because conscription of industries 
and labor was not regarded as feasible, and because the priority machinery was not 
effective until late in the war. 
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the use of materials needed in the war. But since, by assumption, the 
wages of men in the industrial army were not allowed to advance—as 
was the case with the military army—it is apparent that the second 
great factor that we found operating to increase monetary costs, and 
hence prices, would be held in abeyance. Under these circumstances 
the general rise in prices would not have been anywhere nearly so great 
as under the conditions that in fact obtained during the war. 


H. G. M. 








NOTES 


CONVERSION OF WAR-RISK POLICIES 


Interest in the federal government’s experiment in war-risk insurance 
centers in the propaganda to prevent lapses and hasten the process of 
conversion of term policies into the permanent forms of insurance, 
details of which were published last spring. At an investigation con- 
ducted by the War Risk Bureau’s Advisory Commission in July, it was 
reported that over 3,000,000 of the 4,000,000 policyholders have ceased 
the payment of premiums. These are not necessarily lost, however, as 
under the present ruling of the Secretary of the Treasury discharged 
soldiers, sailors, and marines who have dropped or canceled their policies 
may reinstate within eighteen months after their discharge without 
payment of back premiums, except for the month of grace when under 
the regulations the policy continued in force. The only limitation on 
the privilege is that the applicant shall be in as good health as he was 
at the date of his discharge. Urgent appeals are being made to secure 
reinstatements and to prevent a continuance of the enormous lapse rate. 

A very large proportion of the holders of these policies are young 
men without dependents who for several years in the normal course of 
events would not have been in the market for insurance, or would at 
most have taken a two- or three-thousand-dollar policy. To these as 
well as to others who were provided before entering the service with 
what they considered adequate insurance, the decision whether to lapse 
or convert their policies presents in many cases a difficult problem. 
A comparison between the converted policies and those offered by 
private companies is therefore of some interest. 

In the first place, it may safely be assumed that the choice between 
government insurance and private insurance is one in which the holder 
of the war-risk policy may properly be governed by personal motives. 
It has occasionally been urged that there is a patriotic obligation on the 
healthy policyholders to keep up their policies in order that the Bureau 
may be shielded from adverse selection, which it must be admitted is a 
serious menace to the scheme in view of the large number of disabled 
veterans among the insured. The obligation to furnish insurance 
without extra cost to these “poor risks,” however, is an obligation of 
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the nation in whose service they became poor risks, not of their more 
fortunate comrades who may have the opportunity of securing insurance 
in companies not so heavily burdened with the wreckage of war. It is 
difficult to see, however, how the existence of a mass of policies covering 
substandard lives presents a real objection to the government’s insurance 
plan from the standpoint of the healthy policyholder. In a private 
company an accumulation of poor hazards might raise a question as to 
the adequacy of reserves and the ultimate security of the policy, but with 
the taxing power of the United States pledged to the payment of every 
legitimate claim the question of adequacy of reserve is irrelevant, from 
the policyholders’ standpoint. 

Next in importance to the question of safety stands that of the 
terms of the contract. The War Risk Bureau offers the option of 
conversion into ‘whole life” policies, twenty- or thirty-year limited 
payment or endowment policies, or endowment policies maturing at 
age 62. Most of the liberal policy features developed by legislation or 
by the keen competition of life insurance companies in recent years are 
included—high loan and surrender values, option of monthly, quarterly, 
or annual premium payments, exemption of proceeds from taxation and 
from the claims of creditors, and incontestability from date of issuance, 
the last provision one which seems to offer an unnecessary incentive to 
fraud. The disability clause is extremely liberal, providing for payment 
of $5.75 per thousand dollars insurance monthly for the period of total 
disability, or for 240 months in case of death before the expiration of 
that period. Similar clauses in private insurance contracts usually 
cover only disability incurred before a specified age, 60, 65, or 70 years. 
In view of the very large proportion of aged persons who incur disability, 
this feature is of considerable importance. 

The only respects in which the Bureau’s policy appears less liberal 
than the usual commercial policy are, first, the rather narrow list of 
eligible beneficiaries, a matter of little practical importance, and second, 
the provision for payment of all claims (except matured endowments) 
in 240 monthly instalments, with interest at 33 per cent, or in an annuity 
on the life of the beneficiary. In a very large number of cases the 
instalment or annuity settlement is much better than cash, from the 
standpoint of the beneficiary’s real interest, and the Bureau has per- 
formed an excellent service in calling forcible attention to the advantages 
of these forms of settlement, which have been used comparatively little 
in this country. Nevertheless it is urged with some force that if the 
insured prefers to provide for a cash settlement he should be allowed 
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to do so, and legislation to remove this limitation is now under 
consideration. 

It is unfortunate that term insurance has been excluded from the 
list of permanent policies. Term insurance contracts expiring at the 
close of the insured’s earning capacity, or shorter term policies renewable 
without examination, afford the maximum of pure protection at the 
minimum cost, and might better be carried by many policyholders who 
are accepting smaller protection than they need for the sake of a moder- 
ately desirable investment contract. Term policies are not popular, 
the candidate for insurance being apt to infer that if he lives out the 
term of the contract he has given something for nothing. The hostility 
of most insurance companies to term insurance has encouraged this 
attitude. The War Risk Bureau had an opportunity to do an excellent 
piece of educational work on this point, but has chosen instead to adopt 
the traditional viewpoint, treating the term policy as a makeshift and 
urging early conversion into the more “permanent” types of investment 
policy. 

The real comparison, however, must be on the basis of cost. The 
rates charged on all the government policies are net, figured on the 
American Experience mortality table and a 33 per cent interest basis. 
Comparison with rates charged by private companies is difficult, as the 
government policies are of the participating type, and the net cost 
depends on the size of the dividends, which in turn depends on the 
mortality rate and the interest earnings, expenses being paid by the 
government. No information is available concerning the manner in 
which earnings are being obtained or computed, but the very high 
mortality rate during the war, the large number of poor risks, and the 
high lapse rate with its accompanying adverse selection make it probable 
that the prospect of dividends is a negligible factor. The more impor- 
tant the liberal disability clause proves to be in practice the more remote 
of course becomes the prospect of dividends. Comparison of govern- 
ment rates with commercial rates for non-participating policies is 
therefore not unfair. 

The lowest rates charged for standard policies are only a trifle higher 
than the government net rates, the bulk of the expenses being paid by 
insurance companies out of mortality savings and interest gains." 


*The lowest specimen rates quoted in the 1918 report of the Connecticut In- 
surance Commissioner are from thirteen cents to two dollars per thousand higher than 
the government rates. Some companies charge considerably more. These rates, 
however, do not cover disability insurance. Computations of the value of the clause 
in the Bureau’s form are not available, but much less liberal clauses are rated as 
worth an addition of as much as 8 per cent to a whole life premium. 
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The incentive, therefore, for a policyholder in good health to keep 
up his premium payments rather than lapse with a view to securing 
insurance elsewhere when it is needed may be summarized as follows: 
the value of the disability clause, plus the small saving in direct premium 
charge, plus the remote prospect of dividends, minus the saving in cost of 
insurance from the time of lapse to the time when the insurance will be 
needed. Certainly the Bureau’s policies are on the bargain counter, 
and the question arises, Why the tremendous difficulty in convincing the 
policyholders of their merit ? 

The chief explanation, aside from the incorrigible disposition of the 
human race to postpone the purchase of life insurance till it cannot be 
secured, is probably to be found in dissatisfaction with the administra- 
tion of the War Risk Bureau. Certainly the delays and clerical and 
administrative errors in the Bureau would have wrecked the business of 
any private company. This is not strange, considering the difficulties 
of organizing such a vast enterprise under the conditions which surround 
administration in Washington. No one familiar with these conditions 
will be surprised if much more time is required before the War Risk 
Bureau attains the efficiency of a well-conducted private insurance com- 
pany, but neither will such a one allow his judgment of the value of the 
Bureau’s offerings to be warped by irritation at its clerical shortcomings. 
Though our bureaucratic machinery grinds slowly it usually grinds 
small enough at last to satisfy the most fastidious. 

C. O. H. 
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Economic Effects of the War upon Women and Children in Great 
Britain. By IRENE Oscoop ANDREWS, assisted by MARGARETT 
A. Hopss. New York: Oxford University Press, 1918. Pp. 
x+ 190. 

Mrs. Andrews’ monograph is one of a series of “Preliminary Eco- 
nomic Studies of the War,’ published by the Carnegie Endowment for 
International Peace and edited by David Kinley. It is a record of 
women’s work in Great Britain for the first three years of the war and 
constitutes a comprehensive account of a significant chapter of industrial 
history. It takes the form of a documentary study of official and other 
sources of material, chiefly the reports and orders issued by the Ministry 
of Munitions and the Home Office, the Labour Gazette, and various 
publications of women’s labor organizations. Very naturally it is 
written from the author’s point of view as a person primarily interested 
in labor legislation. Little information is given as to the actual pro- 
cesses performed by women and the resulting changes in the organiza- 
tion of the manufacturing industries, or concerning any aspect of the 
economic effects of the war upon women and children outside this field. 

After a survey of the place of women and children in industry before 
the war, Mrs. Andrews shows how they were affected by the successive 
changes which it brought. A pressing problem in the first months of 
the war was that of finding work for the large numbers of women who 
had been thrown out of their customary employments. This situation 
was not at first recognized as merely temporary, and an extensive relief 
organization was set up for dealing with it. By the summer of 1915 
the shortage of men in many mechanica! and clerical occupations and in 
transportation had led to the substitution of women. In the fall of that 
year the great rush of women to the manufacture of munitions began 
and by 1916 it was said that one woman in every seven at work was 
taking the place ofa man. A shortage of workers in the more customary 
women’s occupations became acute. The third year of the war saw not 
only a great increase in the number making munitions but also in many 
non-industrial occupations and in the army of women performing many 
kinds of service behind the lines in France. It was estimated that the 


722 




















BOOK REVIEWS AND NOTICES 723 


total increase was in 1917 more than a million over the number of women 
employed before the war. 

The women workers in war industries were drawn first from the 
industries of their traditional employment, a transfer “from slack to 
busy lines.”” In the second place, a large number of married women 
who had formerly been wage-earners returned to industry. To a lesser 
extent than was generally supposed the leisure-class women also became 
regular workers on war materials. 

A major part of the report is appropriately devoted to a discussion 
of hours and wages. The gradual restoration of shorter hours in the 
interest of industrial efficiency, after the limiting legislation had been 
almost swept away at the beginning of the war, was one of the valuable 
lessons of the English experience, and was of great assistance to the 
effort made in America to maintain working standards. The average 
weekly schedules of from 52 to 54 hours said to be in operation for muni- 
tion workers in 1917 were even shorter than the pre-war legal require- 
ment. The author notes, however, that the abolition of night work was 
never recommended by the Ministry during this period, although its 
evil effects were clearly recognized. 

The questions arising from “dilution” and the determination of what 
new lines of skilled work women should be permitted to do in the face of 
trade-union opposition were not satisfactorily adjusted. Most of these 
centered about the Munitions of War Act of 1915 and its amendments. 
Almost every provision of the act underwent constant criticism from 
labor sources. Official indorsement of the principle of “equal pay”’ 
was repeatedly made but its enforcement or lack of enforcement was the 
occasion of endless contention. The fact that the work was in most 
cases modified and rearranged for women’s labor made difficulties of a 
practical nature as to just what work was “equal.’’ The whole policy 
of the Ministry of Munitions was repeatedly objected to on the grounds 
that it was not general in application, that the rates fixed were made 
standard and not minimum, that the recommendations were not obeyed, 
and that rates were cut. 

The actual earnings of women workers increased as the war pro- 
gressed, but the question is raised whether the rising costs of the third 
year did not wholly absorb this increase. In the early months of the 
war 15 shillings was said to be a common weekly rate in the Clyde 
district. In June, 1917, the Minister of Munitions stated that 25 
shillings was the average weekly wage of women in munition works. 
Mrs. Andrews’ comment is that the latter is “sufficiently high if accurate 
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to denote compliance with the orders [fixing rates],’’ a comment probably 
made by way of showing some charity to the Ministry of Munitions, 
after faithfully recording all the hostility its rulings aroused. Nobody 
knows better than Mrs. Andrews that an average is no evidence at all 
that a specified rate was generally paid. 

The conclusion is reached that the effects of the war on the child 
workers of Great Britain, so far as they could be judged at the time the 
report was written, were to be deplored from the point of view of mental 
and moral as well as from that of physical development. For women, 
on the other hand, the bad effects were perhaps only temporary and were 
more than offset by a certain enhancement of the personality of the 
woman worker. In doing the new work at higher wages women have 
become more critical and more alert. They are ready to enter upon 
many suitable new occupations and are gainers through their war ex- 
perience. This indication of benefits resulting from war work has 
implications possibly not appreciated by the Carnegie Endowment for 
International Peace, which states that its aim in these monographs of 
the effects of war is “to furnish a basis for a judgment as to the reason- 
ableness of the resort to it.” 

The report is, on the whole, an admirable summary of the docu- 
mentary evidence, and it is to be hoped that Mrs. Andrews will bring 


it up to date and add her own interpgetations, now that she has had the 
opportunity to study the situation in England at first hand. 


Amy HucGHEs 
Mount Hotyoke COLLEGE 





